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PREFACE
The Personal Financial Planning Division has prepared this manual of 
nonauthoritative practice aids to assist certified public accountants in the 
efficient and competent delivery of personal financial planning services to 
their clients.
The practice aids are intended for practitioners who are developing comprehen­
sive personal financial plans as well as those performing segmented planning 
and consultation engagements.
The manual is issued in loose-leaf format because the division intends to 
expand and modify it to include —
o Additional or revised practice aids.
o Suggestions received from practitioners.
o The effects of new laws and pronouncements.
This paperback edition includes all revisions through August 1, 1988.
Your comments and suggestions would be appreciated and should be addressed as 
follows:
Personal Financial Planning Division
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
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INTRODUCTION
The Personal Financial Planning Manual includes suggestions about the manage­
ment and marketing of personal financial planning (PFP) services as well as 
technical tools and illustrations for use in practice.
The manual is organized into the following five units: management of a PFP 
practice; marketing of PFP services; technical modules; illustrative plans; 
and PFP Division administration materials.
The management unit offers suggestions for administering a PFP practice, 
including —
o Issues to consider before deciding to expand PFP services.
o Selection of a PFP staff.
o Illustrative engagement letters and engagement management workpapers.
o Library and software resources.
Also addressed are ethics and professional standards in PFP practice, and the 
implications of PFP services on CPAs' professional liability coverage.
The manual leads the practitioner to view PFP as having three possible levels 
of service: (1) consultation engagements, (2) segmented planning engagements, 
and (3) comprehensive engagements. Those three levels of PFP services are 
described in unit 1.
Unit 1 also explains that PFP involves —
o Knowing the client and his financial situation.
o Understanding the client's goals, objectives, and issues of concern.
o Obtaining data to develop answers.
o Developing recommendations.
o Communicating recommendations.
o Implementing the plan.
o Monitoring progress.
The unit explains that PFP may be one engagement or a continuing engagement.
The unit on marketing PFP services discusses both the need for and some pro­
fessional approaches to marketing. The effect of marketing on the pricing and 
structure of PFP services is also considered.
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The technical unit of the manual is designed to facilitate work on the three 
levels of PFP services. It includes a general questionnaire module and eight 
modules in specific financial planning areas: financial statement analysis, 
cash flow planning, income tax planning, risk management, investment planning, 
education funding, retirement funding, and estate planning. Each of those 
eight modules includes a narrative discussion of key issues, sample short-form 
and long-form questionnaires, sample working papers, and illustrative fact 
situations with communications to clients regarding the CPA's analyses and 
recommendations .
The modular structure of the technical section is designed to be flexible. 
The general questionnaire is intended for use in all PFP engagements. Other 
modules are used as dictated by the engagement. In a consultation or seg­
mented planning engagement, only one or two other modules might be needed.
All the modules would generally be required for comprehensive PFP engagements. 
The materials in each module can be selected as required by the engagement, 
used in combination with self-developed materials, or used with materials from 
other sources.
The fourth unit of the manual includes several illustrative personal financial 
plans. The fifth, or administrative unit, contains the PFP Division's operat­
ing policies, the rosters of the division's committee and subcommittees, as 
well as other relevant information.
It should be noted that the materials in this manual are nonauthoritative.
They represent the collective contributions of active practitioners. The 
manual will be periodically updated to include additional or revised 
materials.
7/88
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I. CONSIDERATIONS IN GETTING STARTED
Although personal financial services are a traditional part of CPAs’ practices, 
many firms are providing those services in more formal engagement structures 
than in the past. CPA firms consider enhancing their PFP services for various 
reasons. The impetus may come from a partner’s enthusiasm, clients’ requests, 
a desire to attract new clients, a need to provide existing clients with more 
complete financial services, or an attempt to avoid losing clients to others 
offering more comprehensive PFP services. Careful deliberation is required, 
however, before making a final decision to expand PFP services. The market is 
competitive. To successfully compete requires partner enthusiasm and commit­
ment, an allocation of resources, and the prospect of profitability. 
Allocating resources and staff time to develop the required PFP expertise is a 
particularly serious consideration for smaller firms. Before deciding to 
expand its PFP services, a firm should consider performing some or all of the 
following:
o Determine if it has or can obtain staff that is qualified and com­
mitted to provide the services
o Determine if sufficient partner support exists to launch a firmwide 
effort to expand PFP services
o Determine if an initial built-in market exists within the firm’s 
client base
o Consider the effects of PFP services on attracting new business
o Develop a business plan for enhanced PFP services to determine the 
required cost and potential profitability
Once a CPA firm decides to expand its PFP services, it should appoint a 
partner in charge or director of PFP to coordinate its PFP technical, manage­
ment, and marketing efforts. An initial consideration is the level of PFP 
services the firm will provide. It may begin offering PFP services by simply 
repackaging its PFP consultation engagements — for instance, preparing writ­
ten reports and supporting schedules. The firm may plan to offer more compre­
hensive PFP, as well as segmented planning, after its staff has acquired 
sufficient expertise. (Those three levels of PFP services — consultations, 
segmented planning, and comprehensive planning — are defined in section III.)
After the level of service is determined, the coordinator should address other 
issues, such as staff requirements and training, the acquisition of reference 
and educational materials, and the selection of appropriate tools, such as 
software. (Those topics are discussed in sections II, XI, and XII.) The coor­
dinator will also need to develop policies and procedures to carry out and 
control the PFP process. He or she should decide if engagement letters, work­
paper control sheets, and time budgets and analyses will be used for PFP 
engagements. (See sections V and VI for information on those issues.)
Questionnaires, analysis worksheets, and planning checklists should be 
developed and made available for PFP engagements. Illustrations of those 
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materials are found in the technical unit. Procedures for complying with 
reporting standards and the Code of Ethics should be developed. (Discussions 
of the standards and Code are included in section IX.)
Firms need to consider whether to register under the Investment Advisers Act 
of 1940. That issue is addressed in the PFP practice aid, Issues Involving 
Registration Under the Investment Advisers Act of 1940, which is referred to 
in section X. The question of whether a firm’s professional liability in­
surance will cover its PFP services is also discussed in that section.
II. STAFF SELECTION AND TRAINING
A CPA firm of course needs capable professionals who will contribute to the 
expansion of its PFP department by meeting client needs and providing superior 
PFP services. Consequently, careful selection and training of suitable per­
sonnel are essential.
In addition to being enthusiastic about PFP services and willing to devote 
time to them, partners and managers working with PFP clients will need the 
ability to —
o Supervise staff in technical areas.
o Market the benefits of PFP services to both the firm and clients.
o Relate well with clients and be able to understand their concerns and 
problems.
o Anticipate clients’ PFP problems and recommend creative solutions.
o Make specific planning recommendations, not just offer a list of 
suggestions.
In selecting staff, firms should look for professionals who either possess or 
have the potential to develop strong PFP skills in the following areas: per­
sonal relations, listening and communicating, analytic ability, pragmatism, 
public relations, and technical competence. Ideally, the staff should also 
have business experience and practical experience in financial matters.
If a firm’s PFP staff includes certified financial planners (CFPs) who are not 
CPAs, it needs to supervise the CFPs’ work to determine that the American 
Institute of Certified Public Accountants’ (AICPA) professional, ethical, and 
reporting standards are met.
Staff Training
A firm that decides to enhance its PFP services will also have to be committed 
to providing adequate training for its PFP staff. Training is available from 
a variety of sources. Most state societies as well as some colleges and uni­
versities offer PFP courses and programs. In addition, specialized institu­
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tions offer PFP programs leading to certification in PFP. The AICPA offers 
the PFP courses listed in the matrix in the appendix to Unit 1. The 
AICPA Seminar Catalog and the AICPA Self-Study Catalog include descriptions of 
those courses, and information about when and where they are offered or how 
they can be obtained. Additionally, the catalogs include courses that relate 
to PFP other than those mentioned in the matrix. (Information about AICPA 
conferences, seminars, self-study courses, and video courses is available by 
calling 1-800-AICPANY outside New York. Within New York, call 212-575-5696.)
The AICPA offers a Certificate of Educational Achievement Program in PFP. It 
consists of seven integrated courses that qualify for 88 CPE hours. Upon 
completion of the sequence of courses, participants receive a certificate of 
educational achievement.
A list of some other institutions offering PFP programs leading to degrees or 
certificates is included in the Appendix.
Staff Communication Skills
Communication skills are especially necessary for PFP staff. The PFP process 
requires continued interaction with a client to (1) obtain financial informa­
tion, (2) comprehend personal goals and objectives, (3) understand risk­
tolerance attitudes, and (4) implement and periodically update the plan. 
Establishing effective communication with the client is therefore the first 
step in that process.
The PFP staff needs to have credibility with clients and to be able to estab­
lish good interpersonal relationships. It should be trained in communication 
skills, either through classes or self-study of library materials. Staff mem­
bers should be aware that eye contact, handshakes, and even the physical dis­
tance between them and the client affects the client’s impressions. They 
should realize also that their vocabulary is important and should avoid jar­
gon. Their choice of words should be client-centered, such as ’’you,” "your 
business," and "your family," rather than "I"- and "we’’-centered.
Staff should avoid talking too much. A good communicator should steer the 
conversation by asking the right questions and then listening carefully to the 
answers without interrupting unnecessarily.
Observing and matching a client’s verbal style can improve communication. Is 
the client brisk and businesslike or casual and friendly; is he interested in 
details or only the overall picture? Staff should try to identify words and 
concepts to which the client responds positively and negatively.
Staff members should plan an approach for the first meeting with a client. 
They should determine how well informed the client is in PFP matters and what 
motivates the client: reducing taxes, building wealth, safeguarding wealth, 
avoiding details, or providing for a family.
Communicating includes persuading. Staff should be encouraged to explain (1) 
how their services can help the client, (2) the firm’s approach to PFP, and
(3) how the engagement will be conducted. They should explain why the client 
should begin the process now. Clients often see CPAs as too busy; CPAs there­
fore need to specify that they are available to help the client.
11/87
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In order to carry out such persuasive conversation, staff persons should:
o Arrange a meeting location where they will have the client’s undivided 
attention.
o Have all the decision-makers at the meeting — husband and wife, if 
possible.
o Engage in as much incidental conversation as the client seems to want.
o Ascertain the client’s expectations.
o Address the client’s apprehensions and concerns.
o Discuss those concerns so the client knows that the CPA understands 
and cares.
o Explain what the firm can do for the client.
o Emphasize the benefits of financial planning.
Improved communication skills are indispensable in making staff more effi­
cient, effective financial planners.
PFP Specialists
The AICPA has established an accreditation program in PFP. CPAs meeting the 
qualification requirements will be known as Accredited Personal Financial 
Specialists (CPA/APFS). The list below summarizes the initial requirements 
CPAs must meet to qualify for APFS designation.
Initial Requirements:
1. AICPA membership
2. A valid CPA certificate, confirmed in writing by the state regulatory 
agency
3. Successful completion of a one-day written examination in PFP that includes 
objective, practice, and case-study questions in the following areas:
o Professional responsibilities 5% 
o Personal financial planning process 20% 
o Personal income tax planning 15% 
o Risk-management planning 15% 
o Investment planning 15% 
o Retirement planning 15% 
o Estate planning 15%
4. At least 250 hours of PFP experience in each of the three years preceding 
the initial application. That experience must include experience in the 
PFP process and in each of the five planning areas covered by the examina­
tion.
11/87
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5. A written statement of intent to comply with all the requirements for 
reaccreditation
6. Six references—three client references and three professional references
In addition to meeting the initial requirements, Accredited Personal Financial 
Specialists will be required to meet reaccreditation requirements annually. 
The list below summarizes those requirements.
Reaccreditation Requirements:
1. Initial requirements (1) and (5)
2. A valid CPA certificate
3. During the two preceding years, at least 500 hours of PFP experience, which 
must include experience in the PFP process and in each of the five planning 
areas covered by the examination
4. At least 48 hours of financial planning courses in prescribed disciplines 
every two years, no more than one third of which may be self-study
5. Completion of a questionnaire of PFP activities, which may be subject to 
external review
Information packets and applications for the APFS program can be obtained by 
writing the AICPA Accredited Specialist Program, P.O. Box 1017, New York, N.Y. 
10108 or by calling (212) 575-3860.
III. THE PERSONAL FINANCIAL PLANNING PROCESS
Personal financial planning is a process of addressing a client's financial 
concerns in the context of his overall financial situation. It requires iden­
tifying the client's financial goals and objectives and their priorities. 
Understanding the client's financial situation requires information about the 
client's financial position, cash flow, tax situation, risk management, and 
estate plans. That information enables the CPA to suggest actions that fit 
the client's financial priorities. Financial planning does not stop with 
recommendations, however. It also includes supervising the implementation of 
the recommendations and revising the plan as the client's situation changes. 
Consequently, PFP services usually involve an ongoing relationship between a 
client and his CPA.
Personal Financial Planning Procedures
The following are the usual procedures for providing PFP services:
Introductory Meeting with the Client. The PFP process usually begins with a 
meeting of the CPA and the client. It may be held specifically to discuss a 
PFP engagement. Sometimes, however, the purpose of the meeting is to discuss 
some financial problem that the client is having, but during the discussion it 
becomes apparent that the client has broader financial planning needs that 
should be addressed. (The introductory meeting is discussed in section IV.) 
7/88
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Identifying the Client's Financial Objectives and Situation. Early in the 
engagement, preferably during the initial interview, the CPA tries to identify 
the client's financial goals, objectives, and issues of concern. Determining 
those objectives and needs requires the client's assistance. The client's 
financial goals and objectives are determined by means of client question­
naires (see exhibits 3-1C and 3-1D in unit 3) and by discussions with the 
client. The CPA needs a summary of the client's key financial statistics (see 
exhibit 1-2), as well as additional information, such as details about 
insurance coverages and estate plans, to understand the client's financial 
situation and needs.
Engagement Understanding with the Client. Based on the information about the 
client's objectives, needs, and financial situation, the CPA and the client 
can come to an understanding concerning the engagement's purpose and nature. 
Such understandings are frequently documented in an engagement letter (see 
section V). The engagement understanding also enables the CPA to identify the 
procedures needed to carry out the engagement (see section VI).
Data Collection. The scope of the engagement determines the amount of suffi­
cient relevant data the CPA will need to complete the engagement. Data is 
obtained through interviews, questionnaires, and documents provided by the 
client. (The data-collection process is described in section IV.)
Data Analysis. A CPA can use either worksheets, such as those included in the 
technical modules, or a computer to analyze the client's data. Analysis in­
cludes: developing financial ratios and yields, reviewing worksheets to deter­
mine needs, comparing client data with norms, and so forth. The analysis will 
cover each PFP area involved in the engagement. Discussions of the analysis 
required in each PFP area are included in the technical unit.
Recommendation Development. After considering the results of the financial 
analysis, the CPA will develop recommendations on how the client can accomp­
lish his financial goals. Most CPAs suggest discussing the recommendations 
with the client before finalizing them; frequently, they will need to be 
modified before the client can accept them as feasible.
Communicating Recommendations to the Client. The CPA will finalize the plan 
recommendations and communicate them to the client. (The contents of written 
communications are discussed in section VII.) The brevity or complexity of 
the report depends on the CPA's style and the client's needs. Most CPAs 
believe, however, that an easily identified, clear, concise statement of 
recommendations facilitates implementation by the client. '
Plan Implementation. The communication to the client is only a starting 
point. For the process to assume reality, the recommendations must be imple­
mented. (Implementation is discussed in section VIII.)
Monitoring Progress. A client's financial situation needs periodic review to 
determine if his financial goals and objectives are being accomplished, and to 
decide if they continue to meet the client's needs. (Plan updates are dis­
cussed in section VIII.)
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Three Levels of PFP Service
CPAs typically provide three levels of PFP services: consultation engagements, 
segmented planning engagements, and comprehensive PFP engagements. These ser­
vices differ in both formality and comprehensiveness, as indicated in exhibit 
1-1 on page 1-9.
Consultation Engagements. The consultation is an informal type of financial 
planning engagement. CPAs have met client needs for decades with this 
unstructured approach. In consultation engagements, the CPA establishes an 
engagement understanding with the client based on inquiries and discussions. 
The CPA may want to document that understanding with an engagement letter (see 
section V).
The procedures used to carry out the engagement are determined by the engage­
ment understanding. They usually involve inquiries of the client to determine 
the client’s overall financial situation and objectives as well as inquiries on 
specified matters that relate to the immediate problems or goals. Firms use 
tools such as the personal financial profile (see page 1-13) to begin such 
discussions. When the client comes in to discuss the consultation engagement, 
the CPA obtains the information to fill out the financial profile. The CPA 
and client then review the profile to determine if the client needs broader 
PFP services. Other tools used for an overview of the client's financial 
situation include a short data-gathering form similar to one used for a finan­
cial statement analysis and a computer-assisted PFP analysis.
The information gathered through the inquiries is then processed. Certain 
computations and recommendations are recorded in the file. A report is made 
to the client in. either oral or written form.
The potential hazards of this service include lack of sufficient relevant evi­
dence to support the recommendations, and lack of documentation to prove the 
adequacy of the analyses and the details of the report to the client. The 
working papers should be structured to assure that those hazards have been 
avoided. Materials in the technical unit can be used to minimize the risk 
represented by those hazards.
Segmented Planning. Segmented-planning engagements involve analyses and 
recommendations that relate to one or more of the specific PFP areas. A 
segmented plan addresses the PFP areas (listed under comprehensive personal 
financial planning in exhibit 1-1) of most concern to a particular client.
To be able to provide suitable recommendations in specific PFP areas, CPAs 
need to understand the client's overall financial objectives and financial 
situation. That understanding may be based on the client's personal financial 
profile (see exhibit 1-2), data gathering forms in the general information 
module (see the general information module in unit 3), and discussions with 
the client.
Because of the interrelationship of PFP subject areas, the CPA uses pro­
fessional judgment to determine what PFP areas to address. Some areas are 
contingent on others. A CPA may not be able to provide investment planning 
for a particular client, to take one example, without also providing financial 
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statement analysis and cash flow planning. A client may not be interested in 
a particular PFP area that the CPA realizes is important, and therefore ad­
dresses with the client. In other situations, the CPA may be able to complete 
the engagement but may have to defer some recommendations in one PFP area 
until the analyses of the other PFP areas have been completed.
Based on an understanding developed with the client through discussions and 
questionnaires, the CPA and client may decide to limit the engagement to a 
segmented plan. The CPA’s procedures to carry out the engagement will be 
based on that understanding (see section VI). In the written communication to 
the client, a CPA performing a segmented-planning engagement should:
o Indicate that the engagement is limited in scope.
o Enumerate the procedures that the CPA is to perform according to the 
agreement with the client.
o State the purpose of the engagement.
o State that the report is solely for the client’s use for the stated 
purpose.
Comprehensive PFP Engagements. Comprehensive personal financial planning is 
the process of—
o Meeting with the client.
o Identifying the client's financial objectives and situation.
o Developing an engagement understanding.
o Collecting data.
o Analyzing data.
o Developing recommendations.
o Communicating recommendations to the client.
o Supervising implementation of the plan.
o Monitoring progress.
Specific areas addressed during that process include the client's financial 
position, cash flow, income tax planning, risk management, investment plan­
ning, education funding, retirement funding, and estate planning. The amount 
of time spent in each area depends largely on whether the matters being con­
sidered are priority issues for the client, or are material to the client's 
current goals and financial status. Many CPAs document the engagement under­
standing in a written engagement letter (see section V). Their recommen­
dations are usually included in written reports. (See illustrations in unit 
4.)
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Exhibit 1-2
Sample
PERSONAL FINANCIAL PROFILE
Client and Spouse
Names and Ages__________________________________________________ Date ___________
Children’s Names and Ages________________________________________
Description
Cash and cash equivalents 
Investment assets
Retirement funds 
IRAs 
Keoghs 
Company plans
Total investment and 
retirement assets
Personal assets 
Residence 
Autos
Total personal assets 
Other amounts owed 
Total all assets 
Target next year
Income tax bracket
% of TotalValue Amt. Owed Net Worth
%
Total annual income
Annual living expenses (housing, food, taxes, etc.) $________
Annual discretionary expenses (entertainment, vacation,
etc.) ________
Income available for goals
1-13
IV. INTRODUCTORY MEETING WITH THE CLIENT
The initial interview with the individual or couple seeking PFP services has 
several purposes: to explain the objectives and the mechanics of the PFP pro­
cess, to determine the client’s suitability for PFP, to establish an engage­
ment understanding with the client, and to begin data gathering.
The CPA may be able to explain the objectives of a PFP engagement by drawing 
an analogy to a business-planning engagement with a small or medium-size 
corporation. When a business is facing a significant event or planning for 
its future, it will prepare a business plan that sets forth the nature of 
the company, the resources and manpower available, its future goals, and other 
vital information. An individual or family that intends to plan for its 
financial needs in the future requires comparable data. Many people think of 
financial planning for the future in terms of three basic questions:
1. Where do we stand now?
2. Where do we want to go?
3. How are we going to get there?
By helping a client work out a personal ’’business plan,” the CPA brings into 
perspective the answers to those difficult questions. That will enable the 
individual or family to stop drifting, become organized and educated about 
finances, and take control of its financial situation.
In this meeting, the client should learn the process of PFP, including the 
role of both the CPA and the client. The client should understand his role in 
goal setting, data gathering, and implementation. The importance of obtaining 
a spouse’s input, if the client is married, should also be discussed. The 
client should realize that the success of the PFP engagement will, to a great 
extent, depend on his commitment. The CPA will develop and complete the plan 
only with the client’s cooperation; furthermore, the client will have to be 
committed to implementing the plan to realize its benefits.
During the interview, the CPA should establish an understanding with the 
client concerning the scope of the engagement. The client’s expectations for 
the PFP process should therefore be discussed, including the goals he would 
like to accomplish. To illustrate, the client may want a budget prepared, a 
method developed to track growth in net worth, a review of current invest­
ments, and income tax-reduction strategies. The CPA’s role is to listen care­
fully and request clarifications, if necessary, until it is clear what the 
client desires. In some engagements, the client may have needs that he does 
not recognize and may need the CPA’s guidance to develop an awareness of the 
importance of those areas.
A client’s goals and objectives should usually be formulated and stated as 
explicitly as possible. That will help determine the procedures necessary to 
carry out the engagement and may help motivate the client to implement the 
plan to achieve the goals. If possible, the goals should include a time 
frame. If a client has numerous goals, he should indicate his priorities for 
accomplishing them.
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During the discussion of expectations and goals, the CPA may need to explain 
that PFP services do not perform miracles; a personal financial plan, however, 
provides concrete goals as well as recommendations for achieving them. The 
firm’s fees for PFP services should also be discussed.
A firm wants some assurance that it will be able to successfully complete its 
PFP engagements. Therefore, before accepting a prospective PFP client, the 
partner or staff person interviewing the client should consider the following 
questions:
o Does the prospective PFP client have a real need?
o Is the prospective PFP client’s expectation of the financial planning 
service realistic?
o Does the client understand the time commitment required and the likely 
cost of PFP?
o Is the client likely to cooperate in the PFP process as well as imple­
ment recommendations resulting from the proposed engagement?
Some CPAs do not accept PFP clients until they have developed enough of a 
relationship with the client, through tax or other services, to know the 
answers to those questions.
If the client passes that screening process, the scope of the engagement can be 
determined based on the client’s expectations and objectives. Based on that 
scope, the CPA will determine the documents and questionnaires required. 
Questionnaires can either be filled out by a staff member using documents and 
information provided by the client, or the client can be asked to fill them 
out. The CPA will decide the method that would be most satisfactory. The 
client will assist the CPA in completing the personal balance sheet, a cash 
flow statement, and an analysis of investment preferences. Based on the scope 
of the engagement, the CPA should specify what documents the client should 
provide. As the engagement progresses, additional documents may be required. 
(Exhibit 3-1F in unit 3 is a list of documents that may be required.)
V. DOCUMENTING THE ENGAGEMENT UNDERSTANDING
A firm should consider documenting its engagement understandings with PFP 
clients by using engagement letters. They are recommended because they help 
prevent later misunderstandings with a client. If personal financial state­
ments are included in a written personal financial plan, the CPA should comply 
with the requirements of either SSARS 1 or 6, whichever applies. (Section IX 
discusses when each of the SSARSs applies.) Both SSARSs require the CPA to 
establish an understanding about the engagement with the client, preferably in 
writing. SSARS 1 requires that understanding to include a description of the 
nature and limitations of the services to be performed and a description of 
the CPA’s report to be rendered. If the accountant decides to comply with 
SSARS 6, the understanding should establish: (1) that the financial statements 
will be used solely to assist the client and the client’s advisers to develop 
the client’s personal financial objectives, and (2) that they will not be used 
to obtain credit or for any purpose other than developing those objectives.
11/87
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If the written plan will include prospective financial information, the engage­
ment letter should describe the limitations of those statements, as discussed 
in section IX.
Some firms develop lengthy engagement letters that describe the PFP process 
and the roles of both the CPA and the client. Other firms believe clients 
prefer brief letters. In either case, an engagement letter should clearly 
express the mutual understanding of what the CPA will do and what the client 
will receive. PFP engagement letters frequently include a description of some 
or all of the following:
o The CPA’s role and responsibilities in the engagement
o The materials the client will provide and the client’s participation 
that will be necessary
o The intended use of the personal financial statements
o A description of the report the CPA expects to render if the written 
plan will include financial statements
o The fee arrangements
The illustrative engagement letters at the end of this section are non- 
authoritative. Firms basing an engagement letter on any of these illustrative 
letters should have their letter reviewed by a local attorney before using it 
in practice.
The illustrative letters assume the CPA is not a registered investment 
adviser. Firms that have registered as investment advisers under the Invest­
ment Advisers Act of 1940 should work with a securities lawyer in their state 
to develop an engagement letter.
11/87
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Exhibit 1-3
Illustrations of Engagement Letter Explanations of 
Historical and Prospective Financial Information
Because personal financial plans can include a variety of historical or pro­
spective financial information, the illustrative engagement letters do not 
describe such information.
The chart below contains illustrative engagement letter descriptions of cer­
tain historical and prospective financial information. Similar paragraphs 
should be added to the illustrative engagement letters to describe the finan­
cial statements or prospective information that the written personal financial 
plan will include.
Included in the Written
Personal Financial Plan 
o Historical financial
statements with SSARS
6 accountant’s report
o A compilation of 
historical financial 
statements with SSARS 
1 accountant’s report. 
The statements will 
omit the deferred tax 
liability and all 
disclosures.
Engagement Letter Explanations of the Nature, 
Limitations, and Accountant’s Report
o We will prepare a statement of financial con­
dition to be used solely to assist you and your 
advisers in developing your personal financial 
goals and objectives. It will be accompanied 
by an appropriate report required by pro­
fessional standards. The statement of finan­
cial condition may be incomplete or contain 
other departures from generally accepted 
accounting principles and should not be used to 
obtain credit or for any purposes other than to 
develop your financial plan. We will not 
audit, review, or compile the statement.
o The compiled financial statement that will be 
included in your personal financial plan will 
be prepared in accordance with requirements of 
the American Institute of Certified Public 
Accountants, which provide the following:
1. A compilation of a statement of financial 
condition is limited to presenting in the 
form of a financial statement information 
that is the representation of the individ­
uals whose financial statements are pre­
sented. We will not audit or review the 
statement of financial condition and, 
accordingly, will not express an opinion or 
any other form of assurance on it.
2. Our report on your statement of financial 
condition, which will omit an estimate of 
income taxes on the differences between the
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o Prospective financial 
information for internal 
use only
o Prospective financial 
information prepared 
according to agreed- 
upon procedures
estimated current values of assets and the 
estimated current amounts of liabilities 
and their tax bases, will include an addi­
tional paragraph stating that this estimate 
is omitted. Because of the significance 
and pervasiveness of this omission, users 
of the financial statement may reach dif­
ferent conclusions about your financial 
condition if they had access to a statement 
of financial condition prepared in conform­
ity with generally accepted accounting 
principles.
3. Because your statement of financial con­
dition will omit substantially all disclo­
sures, our report on it will include an 
additional paragraph stating that those 
disclosures are omitted and that their 
inclusion may influence a user’s conclusion 
about your financial condition.
Our engagement cannot be relied upon to 
disclose errors, irregularities, or illegal 
acts, including fraud or defalcations, that may 
exist. However, we will inform you of any such 
matters that come to our attention.
o The projected financial information included in 
the plan will be based on your assumptions con­
cerning future events and circumstances. 
Differences will probably exist between prospec­
tive and actual results because events and cir­
cumstances frequently do not occur as expected 
and those differences may be material. The 
prospective presentations are to be used solely 
to assist you and your advisers in developing 
your personal financial objectives and should not 
be shown to a third party for any purpose.
o The prospective information included in the 
plan, which will be prepared in accordance with 
the procedures you specified, should be used 
solely to assist you and your advisers in de­
veloping your personal financial objectives. It 
should not be used by those who did not par­
ticipate in determining the procedures. We will 
not compile or examine the prospective infor­
mation and will express no assurance on it.
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Exhibit 1-4
Illustrative Engagement Letter 1
(See exhibit 1-3 for paragraphs to insert if the written 
plan will include historical financial statements, 
prospective financial information, or both.)
Dear ________ ,
This letter is to confirm our understanding of the terms and objectives of our 
engagement and the nature and limitations of the services we will provide.
We will prepare your personal financial plan after careful consideration of 
your goals and present financial situation. Our approach to the personal 
financial planning process will include the following steps:
o We will schedule a preliminary meeting to assist you to define short- 
and long-range goals and begin gathering information about your family 
situation and major anticipated financial obligations.
o In addition to the quantitative data requested in our financial 
planning questionnaire, we will require copies of all pertinent docu­
ments such as wills, trusts, company-provided fringe benefits, tax 
shelter forecasts, prior tax returns, and insurance coverage. ___ ,
much of this information may be present in the information we already 
have from ________ .
o After the information has been received, we will reorganize and review 
the data with the aid of microcomputers. We will analyze the quantita­
tive information in terms of tax liability (both income and estate), 
cash flow, net worth, risk management, and eventual retirement. A 
second meeting will be held at this stage to verify the accuracy of the 
data and to allow you to validate your assumptions used in the projec­
tions. Our analysis and recommendations are based on information you 
provide.
o Based on our analysis of the data, we will outline alternative courses 
of action to meet your immediate goals and objectives and to mitigate 
problems uncovered. The various alternatives are tested and their 
effect depicted in our projections.
o At the conclusion of the engagement we will prepare and discuss with 
you a report that includes our recommendations and projections. We 
will offer our assistance in implementing the actions agreed upon.
Responsibility for financial planning decisions is yours. We will aid you in 
the decision-making process, suggest alternative recommendations to help you 
achieve your objectives, and assist you to determine how well each alternative 
meets your financial planning objectives.
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Investment recommendations should be made by an SEC-registered investment 
adviser or other licensed investment adviser you choose and engage. We are 
not responsible for the success or failure of any specific investment recom­
mended by such advisers.
Our estimated fee for the services described above will range from $______  to
$____. We will submit our bill monthly as services are performed and they
will be due and payable at that time. If an extension of our services is 
requested, we will discuss our fee arrangements at that time. We thank you 
for the opportunity to be of service. If you concur with these arrangements, 
please sign the enclosed copy of this letter in the space provided and return 
it to us. We anticipate beginning the engagement some time after (date). If 
you have any questions, please call.
Very truly yours,
Firm Name
Approved by Date
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Exhibit 1-5
Illustrative Engagement Letter 2
(See exhibit 1-3 for paragraphs to insert to describe 
historical financial statements and prospective financial 
information to be included in the written plan.)
Dear ___________,
This is to confirm our understanding of the engagement to assist in the 
development of your personal financial plan. Your plan will include a 
statement of your short- and long-term personal financial objectives, as well 
as an analysis of your insurance coverage and estate plan, and a statement of 
financial condition.
Our role in the personal financial planning process is to assist you in 
defining your financial goals, in developing your investment plan, and in 
making decisions concerning risk management and your estate plan. We 
understand that you will rely on _____________ to assist you to implement the
recommendations concerning investments in your report.
We estimate that our fee for preparing your personal financial plan will be 
$_______ . If it appears that the fee will be more than 10 percent above that
amount, we will discuss the matter with you immediately.
Yours very truly,
Firm Name
We agree to the terms of the engagement described in this letter.
Client name _____________________
Signature ________________________
Date
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Exhibit 1-6
Illustrative Engagement Letter 3
To Prepare Personal Financial Plans for Corporate Executives
(See exhibit 1-3 for paragraphs to insert for historical 
financial statements and prospective financial information 
to be included in the written plan.)
Dear [corporate officer responsible for the engagement],
This is to confirm our arrangement to assist certain of XYZ Corporation’s 
executives in the development of their personal financial plans. We will 
analyze each executive’s financial situation, financial goals, insurance 
coverage, recent tax returns, and estate plans. We will then develop a 
personal financial plan for each executive that will include goals listed by 
priority and recommendations for reaching them. The recommendations will 
include income tax, estate planning, and insurance suggestions. The plans 
will include personal financial statements.
Our role is to coordinate the financial planning process. We are not, however, 
investment advisers or lawyers. We will assist each executive to carry out 
the plan, including working with other professionals as needed.
Our fee for presenting a personal financial planning seminar for your 
executives will be $______ . The fee for each plan we prepare will be $_____ .
This agreement expires on ________ .
Yours truly,
Firm Name
We agree with the terms of this letter.
Name Date
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Exhibit 1-7
Illustrative Engagement Letter 4
(See exhibit 1-3 for paragraphs to insert for historical 
financial statements and prospective financial information 
to be included in the written plan.)
Dear __________,
It is our pleasure to work with you in designing your personal financial plan. 
The planning process is complex and never-ending, but the personal rewards may 
be significant if the process is completed efficiently. This letter high­
lights the activities involved in developing, implementing, and maintaining 
your financial plan.
Phase I of the planning process involves accumulating, organizing and 
analyzing facts about your current and desired financial conditions. That 
will be accomplished through interviews, review of documents, technical 
analysis of facts, and written summaries. Your financial planning report will 
include historical and prospective financial statements, a financial and tax 
analysis, and an implementation plan.
The second phase of the process may include such other services as business or 
real estate valuation, preparation of gift tax returns, independent technical 
review of investment or insurance proposals, or meetings with other 
professionals to expedite implementation of our recommendations.
All personal information, financial data, and financial recommendations will 
be held in strictest confidence, in accordance with the ethics of the American 
Institute of Certified Public Accountants. The standards of professional 
conduct apply to all aspects of the financial planning engagement.
Our fee for Phase I of your personal financial planning engagement will be 
$_______ . This phase will be updated at least annually at which time the
extent of updating and the related fee will be agreed upon. Our fees for the 
second phase will be subject to separate arrangements based on our standard 
per diem rates and the time required, plus expenses. [If the firm uses value 
billing for Phase II, the last sentence may be replaced with the following: 
Our fees for Phase II will be subject to separate arrangements. Time spent by 
competent staff is one of the factors that we take into consideration in 
determining those fees.]
1-23
We look forward to starting the financial planning process with you. To get 
us started, please indicate your agreement with terms set forth in this letter 
by signing the enclosed copy and returning it in the enclosed pre-addressed 
envelope.
Very truly yours,
Firm Name
Accepted by ________________________________ Date __________________
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VI. ENGAGEMENT MANAGEMENT
Profitable personal financial planning eludes some firms for a variety of rea­
sons. Often the problem is simply a lack of organization. Modern CPAs 
inherit audit programs and income tax-preparation checklists from practi­
tioners of earlier generations. These tools guide the organization of more 
traditional accounting services. The practice of personal advisory services 
is not as well structured, however, often causing less experienced staff and 
even partners to lose focus and, consequently, efficiency,
Profitability usually can be enhanced through better engagement planning. The 
steps to good engagement organization include: developing a clear understan­
ding of the client’s goals for the engagement, selecting specific procedures 
to accomplish those goals, preparing an engagement program, and preparing the 
time budget and tracking system.
CPAs usually try to identify the client’s goals through data-gathering forms 
and discussions with the client in the initial interview. (Identifying client 
goals is discussed in section IV.) Some CPAs find it helpful to complete a 
worksheet of the client’s goals at the end of the initial interview or shortly 
thereafter. (Exhibit 1-8.1 illustrates such a worksheet.)
Once goals have been identified, specific procedures can be selected that will 
help achieve the goals. (Such procedures are listed on the engagement program 
in exhibit 1-8.2.) To show the relationship between the procedures and the 
goals they relate to, the number of the goal can be placed next to the proce­
dure on the program. A quick review of the engagement program will alert the 
CPA to unnecessary procedures, or to goals for which procedures have not been 
designed.
The program documents that the CPA has an appropriate understanding of the 
client, his goals, and his financial situation. Such an understanding pro­
vides a basis for professional recommendations.
Another use of the program is to keep the engagement on track. The two middle 
columns of the worksheet enable the CPA to compare actual time to budgeted 
time for partners and staff, and evaluate the efficiency of staff members. 
The program helps the CPA monitor the profitability of each part of the pro­
ject.
Exhibit 1-10 is a condensed time-budget worksheet. It does not tie into the 
list of client goals. Additional exhibits in this section include: tools for 
organizing workpapers (exhibit 1-8), listing ”to dos" for the next update 
(exhibit 1-9), and tracking data processing performed for a client (exhibit 
1-11).
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Exhibit 1-8
Personal Financial Planning Workpaper Index
Client __________________________ Enclosed
Yes No
A. Engagement management documents
1. Memorandum for next update ___ __
2. Data-processing work summary ___ __
3. Time budget and analysis ___ __
4. Engagement letter ___ __
B. Engagement workpapers
1. Notes from meetings and cleared questions ___ __
2. Summary of assumptions required because of incomplete
information ___ __
3. Personal information ___ __
4. Financial statement analysis ___ __
5. Cash flow planning ___ __
6. Investment planning ___ __
(a) Summary of securities ___ __
(b) Summary of partnership interests ___ __
(c) Real estate summary ___ __
(d) Valuation of business interests ___ __
(e) Other ___ __
7. Risk management ___ __
8. Retirement funding ___ __
9. Education funding ___ __
10. Income tax planning ___ __
11. Estate planning ___ __
12. Other ____________________________________ ___ __
13. Other ____________________________________ ___ __
14. Other ____________________________________ ___ __
15. Data-gathering questionnaires ___
11/87
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Exhibit 1-8.1
Client’s Engagement Goals
1.  
2. _________________________________________________________________________
3. _________________________________________________________________________
4. _________________________________________________________________________
5. _________________________________________________________________________
6. _________________________________________________________________________
7. _________________________________________________________________________
8. _________________________________________________________________________
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Exhibit 1-8.2
(1 of 3)
Personal Financial Planning 
Engagement Program
Client_______________________________________________ Date ______________
Plan Engagement:
1. Meet with client to outline 
engagement goals
2. Obtain an overall understanding of 
client’s financial situation
3. Use goal outline (exhibit 1-8.1) 
to prepare engagement program
4. Obtain engagement letter
5. Summarize client's goals and current 
situation
Collect Relevant Data:
1. Review client files
2. List additional data needed
3. Meet with client to collect new data
4. Copy and index client documents
Analyze Data:
1. Summarize client assumptions
2. Cross-reference goals, documents, 
workpapers
Financial Statement Analysis:
1. Inquire about client's goals for 
future net worth
2. Summarize key factors and assumptions 
for the projected financial position
3. Project financial position for next 
  years
4. Review appropriateness of valuation 
methods for significant asset groups
5. Compute significant ratios:
a. Liquidity ratio
b. Debt to equity ratio
c. _______________________
d. _______________________
6. Determine if ratio of investments 
to total net worth is appropriate
Goal
(See ______Time
Ex.1-8.1) Actual Budget Initial
1-26.2
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(2 of 3)
Investment Planning:
1. Identify client investment objectives 
and risk attitudes
2. Assist client in developing an 
investment allocation model
3. Assist client in quantifying risk, 
reward, and other significant 
parameters for investment selection
4. Compare current investments to 
findings in 2 or 3 above
Education/Retirement/Other Goal Funding:
1. Identify client’s funding goals
2. Identify client assumptions
3. Project funding need
Risk Management:
1. Identify significant risks and their 
amounts
2. Compute current insurance costs for 
each risk type
3. Consider availability of alternative 
methods for managing risks
4. Determine need to coordinate personal 
insurance coverages
Cash Flow Planning:
1. Identify client’s investment goals
2. Identify client’s lifestyle goals
3. Compute current discretionary income
4. Project discretionary income for 
  years
5. Summarize projection assumptions
6. Prioritize goals and discretionary 
expenses
Goal
(See ______ Time
Ex.1-8.1) Actual Budget Initial
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(3 of 3)
Income Taxes:
1. Review prior _____  years returns
2. Project next _____  years income taxes
3. Identify tax-savings strategies 
currently in use
4. Determine whether additional tax­
savings strategies can be employed
Estate Taxes:
1. Review client will
2. Compute estate taxes for both spouses
3. Identify estate tax-savings strategies 
currently in use
4. Determine whether additional 
strategies can be employed
5. Identify client’s estate-distribution 
goals
Summarize Analyses by Area: 
Personal data
Financial statement analysis 
Investment planning 
Education/other funding 
Retirement planning 
Risk management
Cash flow
Income taxes
Estate taxes
Cross-reference analytical summaries
Develop Recommendations:
Draft summary of recommendations
Prepare Formal Report:
1. Prepare transmittal/report letter
2. Review summary of goals and 
assumptions
3. Complete summary of recommendations
4. Draft implementation checklist
Partner Review:
Exit Interview with Client:
Totals
Time Summary
Partner
Staff
Partner at $_________an hour
Staff at $ __________ an hour
Total
Goal
(See ______ Time
Ex.1-8.1) Actual Budget Initial
$ $
$ $
$ $
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Exhibit 1-9 
Sample 
Memorandum for Next Update
Prepared by ____________________
________________________ Date ____________________  
Client
Engagement
Memos for Next Update Action Taken
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VII. THE CONTENTS OF A PERSONAL FINANCIAL PLAN
Although comprehensive personal financial plans have no standard format, some 
CPAs believe the form of the written plan can affect the success of implemen­
tation. The plan should be clear, concise, and easy to follow. Some CPAs 
recommend a brief report on a comprehensive personal financial plan, including 
a clear statement of the recommendations near the front of the plan, a brief 
analysis of each major planning area, a list of goals and assumptions, an 
implementation schedule, and a transmittal letter. However, practice varies. 
CPAs preparing short written reports should retain in their files sufficient 
relevant data to support the recommendations in the plan. If a report is 
complicated and the recommendations overwhelming, the client may have dif­
ficulty implementing the plan. In contrast, a workable action plan will 
motivate the client to implement the plan.
Comprehensive personal financial plans generally include statements of the 
assumptions used in developing the plan, the client’s financial goals, and the 
plan recommendations. In addition, plans frequently include an analysis of 
each major planning area, historical financial statements, prospective finan­
cial information, financial schedules supporting or illustrating the recommen­
dations and an implementation schedule.
The Advisory Board of Tax Management Financial Planning has developed guide­
lines for the contents of comprehensive personal financial plans.*  The board 
recommends that written comprehensive personal financial plans include —
o The client’s goals and objectives.
o The planner’s list of PFP areas that need to be addressed.
o The relevant financial assumptions used in the plan.
o A statement of financial position.
o A projected cash flow statement and, if significant, a projection of the 
effect of plan recommendations on cash flow.
o Income tax projections for all relevant tax years. Tax projections of 
plan recommendations, if significant.
o Federal and state death tax computations on the current estate. 
Projections may also be included.
*John Freeman Blake, "Advisory Board Outlook," Tax Management Financial 
Planning Journal, Vol. 2 (June 3, 1986), 259-61.
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o Specific planning recommendations, which should cover all relevant PFP 
areas, as well as reasonable alternative solutions and, where applicable, 
relevant technique solutions.
o Steps for implementing the recommendations.
An accountant should prepare a transmittal letter to accompany a written plan. 
If the following information is not included in the body of the plan, it 
should be included in the transmittal letter:
o The accountant’s report on historical financial statements, if they are 
included in the plan
o The accountant’s statement concerning prospective financial information 
included in the plan
o Precautionary language regarding tax advice
o A discussion of the benefits and limitations of the plan’s recommendations
o An explanation of the CPA’s scope limitation because he or she is not a 
registered investment adviser
Section IX includes a discussion of the first four items above. There is an 
illustrative transmittal letter at the end of this section. Unit four in­
cludes illustrative plans.
Written reports of segmented planning engagements are usually similar to those 
of comprehensive engagements. In contrast, consultations may or may not 
include a written report. Nonetheless, in reporting to a client in a con­
sultation engagement, whether orally or in writing, the CPA should clarify 
that recommendations are based on the information the client has provided, and 
the CPA does not vouch for the achievability of any forecasts. The CPA should 
also inform the client of reservations that the CPA has about the recommen­
dations.
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Exhibit 1-12
Illustrative Transmittal Letter
Dear ________ ,
At the initiation of our engagement, you indicated your present needs to be 
threefold:
1. An evaluation of your current financial condition
2. A projected cash flow statement for the current year to determine a 
system for periodic future investing
3. An investment strategy, including recommendations for disposition of 
the partnership distribution
The data-gathering forms you completed for us indicate the following priority 
goals:
1. A determination of your current financial situation
2. The implementation of an estate plan to minimize estate taxes
3. A plan to reduce income taxes, as appropriate to other financial 
decisions
We are pleased to have the opportunity to assist you in formulating your 
financial plans for the future. Before we begin to explain the data, alter­
natives, and recommendations, we would like to bring to your attention certain 
limitations associated with this information.
Illustrative Language if Plan is for Internal Use Only
SSARS 6 Report for Historical Financial Statements
The accompanying Statement of Financial Condition, as of December 31, 19X1, 
was prepared solely to help you develop your personal financial plan. 
Accordingly, it may be incomplete or contain other departures from generally 
accepted accounting principles and should not be used to obtain credit or for 
any purposes other than developing your financial plan. We have not audited, 
reviewed, or compiled the statement.
Assembly Report far Prospective Financial Information
We have assembled from information provided by you, including the attached 
list of significant assumptions, certain prospective presentations 
(identified by the word "prospective” in the title or caption preceding 
the explanation). We have not compiled or examined these prospective 
presentations and express no assurance of any kind on them. Differences 
will probably exist between prospective and actual results because events 
and circumstances frequently do not occur as expected, and those differences 
may be material. The prospective presentations are restricted to internal 
use by you and your advisers developing your financial plan, and should not 
be shown to a third party for purposes of obtaining credit or for any other 
purpose.
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Illustrative Language if Plan May Have Third Party Use
SSARS 1 Compilation Report for Historical Financial Statements
We have compiled the accompanying statements of your financial condition as 
of December 31, 19X1 and 19X2, and the related statements of changes in net 
worth for those years, in accordance with standards established by the 
American Institute of Certified Public Accountants.
A compilation is limited to presenting financial statements based on infor­
mation provided by clients. We have not audited or reviewed the accompany­
ing financial statements and, accordingly, do not express an opinion or any 
other form of assurance on them.
Compilation Report for Prospective Financial Information
The accompanying projected statements and summaries of significant assump­
tions as of December 31, 19X3, 19X4, and 19X5 present, to the best of your 
knowledge and belief, your expected financial condition and changes in net 
worth that would result from various transactions during the projection 
periods, as disclosed in items A through K of the summary of significant 
assumptions; they are not intended to represent an estimate of future finan­
cial results. Accordingly, the financial projections reflect your judgment, 
based on present circumstances, of the expected conditions, and your ex­
pected courses of action if the income is achieved. However, even if the 
income is attained, some assumptions inevitably may not materialize, and 
unanticipated events and circumstances may occur; therefore, the actual 
results achieved during the projection periods may vary from the projec­
tions, and the variations may be material.
The projections in this report were prepared for personal financial purposes 
and should not be relied on for any other purpose. We have compiled the pro­
jections in accordance with applicable guidelines established by the American 
Institute of Certified Public Accountants. A compilation of projections does 
not include evaluating the support for the assumptions underlying the projec­
tions. Therefore, we do not express a conclusion or any other form of 
assurance on the accompanying statements or assumptions. We have no respon­
sibility to udpate this report for events and circumstances that occur after 
the date of this report.
Other Limitations
The recommendations and analyses in this plan are based on estimates of your 
current and future income and expenses as well as estimates of investment per­
formance, inflation rates, and retirement benefits. Your personal circum­
stances, the economic environment, and other circumstances could modify the 
appropriateness of the recommendations in this plan. In addition, the tax 
analyses are based on information you provided and current tax laws that are 
subject to change. Consequently, we suggest that you schedule periodic 
reviews of your plan and financial situation to evaluate whether you are 
making progress in accomplishing your financial goals.
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Recommendations in this plan regarding insurance coverage and investment 
alternatives are presented only as guidelines and should not be viewed as 
endorsements of specific products or investments. Before purchasing an insur­
ance or investment product, you should thoroughly investigate the product and 
the offering institution, and seek the guidance of a broker or registered 
investment adviser.
We believe that many of your financial objectives will only be realized 
through the implementation of a properly formulated plan. We encourage you to 
thoughtfully consider the statements and recommendations contained in these 
analyses. We will be happy to assist you in formulating your immediate plans 
as well as your future plans. In addition, you should consider the advantages 
of a periodic review of your plan.
Yours truly,
Firm Name
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VIII. PUN IMPLEMENTATION AND UPDATING
A personal financial plan is a blueprint for organizing a client’s financial 
and risk-management situations. Like other blueprints, its value derives from 
its implementation. Many CPAs, therefore, believe it is important to assist 
clients in the implementation of their plans.
In a meeting with a client to discuss his plan, many CPAs try to ascertain 
that the client understands, agrees with, and plans to implement the recommen­
dations. Some CPAs discuss the order and timetable for implementing the 
recommendations and who will initiate action on each recommendation — the 
client, the CPA, or some other adviser. That discussion results in an imple­
mentation plan if it is recorded on a form such as the one included at the end 
of this section. Both the CPA and the client should retain a copy of the 
implementation plan.
Clients may expect specific recommendations from their CPAs on investment and 
insurance products. In such cases CPAs can clarify for their clients how such 
recommendations will be made by other experts. Alternatively, CPAs may con­
sider whether they want to comply with registration requirements to become 
registered investment advisers. They also need to determine if they need to 
register as insurance consultants in their state. In such circumstances, CPAs 
need to weigh their client’s need for the CPA’s specific investment and 
insurance guidance against the CPA’s desire to avoid any difficulties that may 
arise from meeting regulatory requirements.
Some CPAs believe that they best fill their clients’ needs for investment ad­
vice by assisting them in decisions about the allocation of their investments 
among fixed income and equity securities, real estate, natural resources, 
and tangibles. Then, realizing that institutions and professionals dominate 
capital markets, they suggest that clients utilize professionally managed 
arrangements of the selected investment categories, such as mutual funds, or 
work with investment advisers.
Other clients may accept the CPA’s role as a plan architect, coordinating a 
team of financial professionals in the implementation process. Such a team 
may include, in addition to the CPA, a lawyer, an investment adviser, a stock 
broker, an insurance broker, and a banker. As an independent and objective 
professional, the CPA’s role may include evaluating the suggestions from 
other team members. Such an evaluation would include consideration of the 
professional qualifications and reputation of the other professionals as well 
as consideration of the methods or assumptions the other professionals used to 
develop the implementation suggestions.
In other situations, the CPA’s role in implementation may be limited to 
reviewing, at the client’s request, prospectuses, insurance proposals, and 
other implementation possibilities that the client may consider. This 
approach, however, may require the CPA to spend more time following up with 
the client to assure that the plan does not lose value because of a lack of 
follow-through in implementing the recommendations.
If the client does not have other advisers or asks the CPA to recommend them, 
the CPA can provide the client with a list of advisers in the community. PFP 
Practice Aid 1, Issues Involving Registration Under the Investment Advisers 
Act of 1940, should be consulted for issues to be aware of when providing a 
list of investment advisers.
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The CPA should contact the client from time to time to determine if the plan 
is being implemented. Implementation difficulties may indicate that some of 
the recommendations in the plan were unsatisfactory. The CPA and client 
should discuss such problems and develop new, feasible recommendations to 
achieve the objectives of the original unworkable ones.
Work on the implementation phase of the plan may involve meeting with others 
and reviewing numerous prospectuses; it can be time-consuming and therefore 
costly for the client. The CPA should establish a fee arrangement with the 
client on this phase of the plan.
Updating the Plan
Written reports are not the end of the PFP process because (1) plans have to 
be implemented and (2) circumstances change and the plans need revision. 
External and internal events necessitate plan changes: changes in the 
inflation rate, major tax code changes, births, divorces, and illnesses. CPAs 
should provide a system for periodic review and updates of clients*  financial 
plans. They can update plans when reviewing clients*  tax situations in 
December. Some CPAs send clients an update form at year-end and ask them to 
bring it with their tax return data. The update form is similar to the short 
data-gathering form in the Financial Statement Analysis module in the tech­
nical unit.
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Exhibit 1-13
Recommendations
DATE _____________
Sample
IMPLEMENTATION PLAN
(client)
Priority
(1,2,3, etc.) Time Frame
Responsibilities 
Client CPA Other
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VIII(a). IMPROVING PROFITABILITY
Making a firm’s PFP services profitable requires planning and efficiency. 
Profitable services are focused to meet the client's needs, priced to reflect 
their value, and delivered efficiently.
Structuring PFP Services
To be successful and profitable, a firm's PFP services must satisfy its 
clients' PFP needs and objectives. Consequently, the firm's services should 
diagnose clients' PFP needs and provide the scope of service they require. 
The services should be flexible enough to meet the differing needs of the 
firm's clients.
Diagnostic Procedures. To identify a client's PFP objectives and needs 
requires efficient diagnostic procedures. A variety of diagnostic procedures 
used by different firms are described below.
A diagnostic overview may consist of the CPA's review of the client's Personal 
Financial Profile (see exhibit 1-2 on page 1-13), supplemented with additional 
information, such as details concerning the client's insurance coverages, 
estate planning needs, and so forth.
The firm may have a more formal diagnostic interview process to which the 
client is asked to bring specific information, such as prior years' tax 
returns, all insurance policies, information about all assets and liabilities, 
a copy of his will and any trust agreements, and a list of questions con­
cerning his financial situation. Based on discussions during the interview, 
including the CPA's specific recommendations, the CPA and client agree on 
which PFP services, if any, the client needs.
Another type of diagnostic overview is provided by collecting sufficient 
client data to generate a computer-assisted plan with general recommendations. 
The plan may indicate the need for in-depth analysis and more detailed recom­
mendations in certain financial planning areas.
Flexible PFP Services. Firms may find that to satisfy the PFP needs of dif­
ferent clients they need to offer a variety of PFP services or have a stan­
dard service that can be modified. (See pages 1-9 to 1-11 for an explanation 
of different levels of PFP services.)
Consultation services may satisfy a client with a specific question, such as 
"should I refinance the mortgage on my home?" In viewing that question as a 
PFP engagement, the CPA needs sufficient information about the client's finan­
cial situation so that the CPA's advice will be compatible with the client's 
overall financial goals. To be profitable, the firm needs to recognize such 
questions as engagements and get paid for them. CPAs often give away more 
time on such client services than in any other area.
If a diagnostic interview indicates only a few planning issues, the client may 
require only a segmented-planning engagement. Many firms find such engagements 
enhance the profitability of their PFP department. The services are efficient 
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because they address the client’s priority issues. Fee resistance is less 
problematic because the client pays only for planning that responds to his 
current priorities.
To do segmented planning, a CPA needs sufficient information to understand a 
client's overall financial situation and objectives. The CPA can then develop 
recommendations in the segmented planning areas that will be compatible with 
the client's overall financial situation.
Comprehensive financial planning engagements address all financial planning 
areas, including cash flow, financial statement analysis, income and estate 
tax planning, risk management, investment planning, and retirement planning. 
The work done in each planning area is focused to address the client's objec­
tives and needs as determined by the diagnostic procedures described above.
Pricing
The time spent on a PFP engagement, as measured by standard billing rates, 
should be equivalent to, or less than, the client's perceived value of the 
services. Clients are likely to see the value of PFP services if they have a 
definite need for them, as well as the resources or opportunities to make 
planning meaningful. Such clients are unlikely to have fee problems, espe­
cially if they have an established, positive relationship with the firm and 
agree to the PFP fee structure and fee estimates in advance.
Clients often view PFP services as having more value than tax compliance ser­
vices. Consequently, they are generally willing to pay more for PFP services.
Some think CPAs' greatest profitability problem is undervaluing their PFP ser­
vices. They observe that CPAs should not assume that their competition is 
charging significantly lower fees. Some competitors charge more for financial 
planning than CPAs charge for financial planning and tax preparation, espe­
cially when the CPA's services are provided through corporate-sponsored 
programs. Before establishing fees, CPAs should consider the quality of their 
services compared to that of other planners and the existence of other ser­
vices that may be included in their fees.
Every prospect does not have to become a client. Some CPAs recommend care­
fully determining the firm's fees and then maintaining that fee structure. 
Potential clients who are unable or unwilling to meet the price would probably 
not be desirable clients.
Efficient Delivery of PFP Services
In addition to developing a diagnostic process to identify a client's PFP 
needs, designing services that are flexible enough to meet varied needs, and 
establishing fees that reflect the value of the services, firms need to be 
able to provide their PFP services efficiently. Inefficiencies result when 
time is wasted, which can result from unnecessary procedures, excessive 
research time, or lack of understanding of the client's real PFP concerns. 
Efficient services require a system for delivering PFP services, a technically 
competent staff, and efficient tools.
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Systematic Delivery of Service. As in other accounting services, profitabi­
lity in PFP depends largely on the amount of staff time required to deliver 
the service. Consequently, to be profitable, the firm needs to establish an 
efficient system to carry out its PFP services. CPAs need to establish data- 
gathering procedures and carefully select questionnaires, checklists, 
worksheets, and software that interrelate to maximize staff time in organizing 
and analyzing the data and developing the recommendations.
Efficient data-gathering procedures are essential because data collection 
problems are an impediment to profitability. There are two aspects to 
consider—developing a data-gathering system for the client and getting a 
client's cooperation. (See Technical Module I, General Information for data- 
gathering forms.) These aspects may be interrelated. Clients need to be com­
fortable with the firm's data-gathering system. It should be streamlined, 
possibly by gathering some necessary information orally during the client 
interview rather than from client-prepared forms. A firm can minimize the 
client's task of preparing schedules by obtaining information from existing 
documents, such as tax returns and brokerage statements.
Clients need to accept responsibility in the data-gathering process. Some 
firms suggest actively seeking as PFP clients existing clients who have 
demonstrated an ability to organize their affairs. Consider not accepting 
clients who are not going to cooperate in the planning process.
The firm needs procedures to efficiently determine the scope of each PFP en­
gagement. The firm can establish diagnostic procedures to determine a 
client's PFP needs and then focus the engagement by discussing specific finan­
cial goals and objectives with the client. Clients sometimes have PFP needs 
they are not aware of and the CPA may have to help them understand them. Some 
firms confirm with the client their understanding of the client's goals and 
needs and the resulting scope of the engagement. Staff with developed 
listening skills contribute to the efficiency of these procedures.
Firms can develop engagement programs to help their PFP staff organize the 
engagement once its scope has been determined. (Exhibit 1-8.2 illustrates an 
engagement program.) A program is tailored for each engagement to give 
priority to issues that are most important to the client. It should focus the 
planner's time on activities that will support his professional opinion and 
recommendations.
Some firms develop budgets for their PFP engagements similar to those used in 
other engagements. Exhibit 1-8.2 incorporates a time budget into the engage­
ment program. The PFP department can monitor the progress and efficiency of 
an engagement by comparing the time budget with actual time spent on the en­
gagement.
A formal review procedure can be developed that will not only monitor the 
quality of PFP services, but can also improve the firm's competence and effi­
ciency. The review can be divided among the staff, with different members 
having responsibility for different areas, such as tax planning, risk manage­
ment, or estate planning. Staff is then responsible to keep current in their 
area of review expertise.
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Technical Competence of Staff. The technical proficiency of the PFP staff 
is a key element of profitability. The firm needs PFP staff who can effi­
ciently provide quality PFP services. PFP personnel will need to receive the 
requisite education and experience to gain proficiency in new skills. Staff 
attendance at meetings and other places where they gain experience in dealing 
with unfamiliar issues will help prepare them to head up PFP engagements.
PFP personnel with a tax background will have to learn to be thoughtful lis­
teners rather than experts who explain things to their clients. PFP training 
programs should emphasize the client interview process—learning how to ask 
meaningful questions and be attentive listeners. If, in the interview pro­
cess, the CPA has not listened well to the client’s objectives, he will devel­
op an unsatisfactory plan and will have to repeat the planning process until 
he has understood and addressed the client’s situation. Clients do not expect 
to pay for those extra hours. They expect to work with professionals who get 
the job right the first time.
CPAs are trained to prepare detailed, precise computations. PFP, however, is 
based on estimates and projections. Assumptions should be reasonable, but 
they remain approximations. CPAs' inclination to be precise can result in 
overworking analyses and adding unbillable hours to an engagement.
Reiterations of projections may satisfy staff but may not add value to the 
client. Consequently, the firm may have a problem collecting fees. Staff 
should be trained to not be overly precise.
PFP staff needs to learn to use and be comfortable with the approximation 
approach. Determining when to use approximations requires experience and pro­
fessional judgment. Any approximations used should be reasonable. Because of 
the uncertainty inherent in some financial planning situations, approximations 
may sometimes be more appropriate than detailed computations. Complex calcu­
lations might convey an unwarranted assurance to the client. Explaining that 
the results are approximations subject to specific variables may help the 
client understand the tentative nature of the recommendations, and the need to 
review and update them periodically.
Depending on the information available and the client’s situation, approxima­
tions may be useful in some of the following areas —
o Using an estimate of future retirement living expenses in a projection 
of retirement funding needs.
o Income taxes may be approximated by computing a percentage of gross 
income, based on the client's experience or the firm's expectations. 
To illustrate, some CPAs believe 20 percent of gross income approxi­
mates the historic tax liability of their affluent clients.
o Computing capital needs for retirement may be simplified if the CPA 
determines that the after-tax rate of return on a retirement fund is 
approximately equal to the inflation rate. Because the two rates 
would offset each other, they could be ignored. Computing capital 
needs would then be based on the retirement income gap determined in 
today's dollars.
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Efficient Tools. A final suggestion for improving profitability by minimizing 
the time spent on an engagement is to develop efficient tools for PFP ser­
vices. The tools need tailoring to the firm’s practice and should emphasize 
efficiency. The following forms and exhibits in this manual may offer firms a 
starting point for developing efficient tools for their practice:
o Data-gathering forms in the General Information section of Technical 
Modules
o Engagement program and time budget (exhibits 1-8.2 and 1-10)
o The forms, checklists and computational worksheets in the Technical 
Modules
o Illustrative plans (unit 4)
An essential tool for profitability in PFP is useful, efficient software. 
Manual analyses and computations may be useful educational exercises but most 
firms find software essential to produce cost-effective PFP services. Some 
firms begin their PFP practice with relatively inexpensive packaged software 
that generates workpapers of projections and computations. As they become 
more experienced, they may need more complex analyses and better integration. 
At that stage, some firms invest in more sophisticated software packages while 
others develop their own. Internally developed software is frequently more 
expensive, but for some CPAs, it is the only way they can obtain the software 
they need.
Homework That Results in Profits
Profitability in PFP requires that the firm do its homework. It will need 
diagnostic, planning, and review procedures. It will need tools, including 
software, that will promote staff efficiency. Staff needs to receive the 
requisite education and experience to be technically proficient. And, 
finally, the firm has to avoid underpricing its services.
(Text continued on page 1-37)
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IX. PROFESSIONAL STANDARDS AND ETHICAL CONSIDERATIONS
Reporting on Personal Financial Statements Included in Written Personal 
Financial Plans, a Statement on Standards for Accounting and Review Services, 
was issued in September 1986. It is the only authoritative guidance that spe­
cifically addresses PFP. General professional standards, however, apply to 
all engagements. CPAs should also consider standards in similar or related 
practice areas, such as management advisory services (MAS) and tax practice. 
This section provides an overview of certain ethical, reporting, MAS, and tax 
standards as they relate to PFP. Paragraph references refer to the AICPA’s 
Professional Standards, published by Commerce Clearing House. The other two 
documents discussed, the AICPA’s Personal Financial Statements Guide and the 
AICPA’s Guide for Prospective Financial Statements, are available from the 
AICPA order department.
Ethics
The AICPA's Code of Professional Conduct (the Code) includes both Principles 
and Rules. The Principles provide the framework for the Rules, which govern 
the performance of professional services by members. Interpretations of the 
Rules clarify their application. Some activities that are proscribed by the 
Rules, such as accepting commissions as fees for service, are permitted by 
some state boards of accountancy. Members of the AICPA, however, would be in 
violation of the AICPA's Code of Professional Conduct if they engaged in the 
proscribed behavior, even though they would not be in violation of their state 
regulations.
Principles
CPAs should consider the implications for PFP of the Principle on "Objectivity 
and Independence" (Article IV), which states, among other things, that CPAs 
should be impartial, intellectually honest, and free of conflicts of interest, 
and should avoid any subordination of their judgment.
Rules
The Principles and Rules apply to all services performed in the practice 
of public accounting. The practice of public accounting is defined by the 
Code as "holding out to be a CPA or public accountant and at the same time 
performing for a client one or more types of services rendered by public 
accountants." Personal financial planning services are considered a type of 
service rendered by public accountants. A member who holds out to be a CPA 
and, as an owner or an employee, provides PFP services to clients, would be 
required to follow the Code of Professional Conduct. A member who provides
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PFP services but does not hold out as a CPA in connection with either PFP ser­
vices or any other services rendered by public accountants in either the same 
or different entities, would be required to follow only Rule 102, "Integrity 
and Objectivity," and Rule 501, "Acts Discreditable." Rules and recommended 
guidelines on their application that may be of special interest to CPAs pro­
viding PFP services are discussed in the paragraphs that follow.
General Standards—Rule 201. CPAs may undertake only those engagements that 
they or their firms can perform with professional competence. CPAs providing 
PFP services should acquire sufficient knowledge about all PFP topics to com­
petently advise clients. CPAs lacking competence in certain PFP areas can 
provide partial plans. To complete the plans, CPAs should work with pro­
fessionals competent in those PFP areas in which the CPA lacks competence.
PFP engagements should be carried out with due professional care and adequate 
planning and supervision. The CPA should obtain sufficient relevant data 
during the engagement to form a reasonable basis for the recommendations 
included in the plan. If a CPA plans to include the recommendations of 
another professional in a client's personal financial plan, the CPA would want 
to be satisfied concerning the professional qualifications and reputation of 
such person. In addition, to determine whether the other professional's 
recommendations are suitable for inclusion in the plan, the CPA should under­
stand the methods or assumptions used in developing the recommendations.
Confidential Client Information—Rule 301. CPAs are prohibited from 
disclosing any confidential information obtained in the course of a pro­
fessional engagement without client consent. CPAs providing their PFP clients 
with advice on securities would be prohibited from disclosing confidential 
information about client firms' securities that was obtained during pro­
fessional engagements.
Contingent Fees—Rule 302. Rule 302 does not permit members to use fee 
arrangements in which their fees are contingent on the findings or results of 
the services they provide.
Advertising—Rule 502. Rule 502 prohibits the use of false, misleading, or 
deceptive advertising. Interpretation 502-1 states that informative and 
objective advertising is permitted. Examples of such advertising include: 
information about services offered, fees, hourly rates, foreign language com­
petence, and educational and professional attainments. A CPA in the practice 
of public accounting who is also a CFP, for example, could use the CFP 
designation on a business card.
Examples of false, misleading, or deceptive advertising are enumerated in 
interpretation 502-2 and include advertising that: (1) creates false or 
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unjustified expectations of favorable results or (2) contains self-laudatory 
statements or comparisons with other CPAs that are not based on verifiable 
facts.
Commissions—Rule 503. Members are not permitted to accept commissions for 
referring to clients the products or services of others. The following 
examples illustrate some of the consequences of rule 503 for CPA personal 
financial planners.
o A CPA receives commissions from the vendor of certain investment prod­
ucts that the CPA recommends to clients. The CPA gives the clients an 
amount equal to the entire commission. The AICPA’s Professional Ethics 
Executive Committee takes the position that the member violates rule 
503 of the Code by accepting the commission, even though the amount is 
returned to the client.
o Members who receive commissions in connection with investments made by 
their PFP clients are not in violation of rule 503 if they do not hold 
out as CPAs. The Professional Ethics Executive Committee defines 
holding out as a CPA to be any affirmative action by the CPA to advise 
others of his or her CPA status. Affirmative actions include 
displaying a certificate, using the CPA designation on a business card 
or letterhead, or representing oneself as a CPA to a third party, 
orally or in writing.
o A CPA’s clients invest in certain investment ventures because of the 
CPA’s recommendations, and the CPA receives compensation from those 
ventures. According to Ethics ruling No. 167 and ET section 591, such 
an arrangement violates rule 503, whether or not the member’s clients 
knew of the arrangement. Rule 503 is violated if the payment is a per­
centage of the amount invested or is determined in any other way.
Form of Practice and Name—Rule 505. Members in the practice of public 
accounting, as owners or as employees, are required to practice in the form of 
a sole proprietorship, a partnership, or a professional corporation. Also, 
the firm name cannot include a fictitious name, indicate specialization, or 
mislead about the form of organization of the firm.
The following are applications of that rule to personal financial planning 
services:
o A member in public practice can invest in a commercial corporation pro­
viding PFP services if the member’s investment is not material to the 
corporation’s net worth, and if the member’s interest in and relation 
to the corporation is solely that of an investor.
o Members in public practice cannot provide PFP services in a separate 
commercial PFP corporation in which they do not hold out as CPAs. 
Because PFP services are services provided by public accountants, the 
members must comply with all the Rules of Conduct in the PFP businesses 
because they hold out as CPAs in their public accounting practice.
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o A CPA is employed by a PFP business that operates under a fictitious 
name. If the member holds out as a CPA, he or she would be subject to 
all the Rules of Conduct. The member cannot hold out as a CPA without 
being in violation of rule 505.
Other. The Report of the Special Committee on Standards of Professional 
Conduct for CPAs (the Anderson Report) contains recommendations for restruc­
turing the Code of Ethics. CPAs should be aware that changes may occur in the 
Code in the near future.
CPAs should also be familiar with state accounting laws and regulations that 
may affect a PFP practice.
Financial Information Included
In Personal Financial Planning Statements
To assemble and report on financial information in personal financial plans, 
CPAs should be familiar with the applicable professional literature. Guidance 
on historical financial information is included in —
1. Statement of Position (SOP) 82-1.
2. The AICPA Personal Financial Statements Guide.
3. Statements on Standards for Accounting and Review (SSARS) 1 and 6.
Guidance on prospective financial information is included in —
1. Statement on Standards for Accountants  Services on Prospective 
Financial Information.
*
2. The AICPA Guide for Prospective Financial Statements.
3. Code of Professional Ethics rule 201 E and interpretation 201-2.
The determination of which of those documents applies depends, in part, on 
whether the financial information will be used only to develop the client’s 
personal financial plan or whether third parties will also use the infor­
mation.
Historical Financial Statements
SOP 82-1, Accounting and Financial Reporting for Personal Financial 
Statements, concludes that personal financial statements prepared using esti­
mated current value information provide more useful and relevant information 
for financial planning than do statements based on historical cost. The SOP 
includes guidance on how to determine the current value of certain assets and 
liabilities commonly included in personal financial statements. Depending on 
the nature of the engagement, current value information may be necessary as 
relevant information to support the recommendations included in the financial 
plan. Current value information on a residence may be significant for a
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segmented planning engagement on risk management or estate planning but not 
for some income tax planning engagements. The CPA, therefore, must use pro­
fessional judgment to determine if current value financial information is 
required to comply with Code of Ethics rule 201 D, which says that "a member 
shall obtain sufficient relevant data to afford a reasonable basis for conclu­
sions or recommendations in relation to an engagement.”
Reporting on Historical Financial Statements. Unaudited personal financial 
statements included in personal financial plans are subject to the reporting 
requirements of either SSARS 6, Reporting on Personal Financial Statements 
Included in Written Personal Financial Plans, or SSARS 1, Compilation and 
Review of Financial Statements, as amended. A CPA has the option of using the 
SSARS 6 reporting requirements if he or she has an understanding with the 
client that the statements —
o Will be used only to assist the client and the client’s advisers 
to develop the client’s personal financial goals and objectives.
o Will not be used to obtain credit or for any purpose other than 
developing those goals and objectives.
In addition, nothing should have come to the CPA’s attention during the en­
gagement to indicate that the statements would be used for any purpose other 
than to develop the client’s financial plan.
A SSARS 6 report should state that the unaudited financial statements —
1. Are designed solely to help develop the personal financial plan.
2. May be incomplete or contain other departures from GAAP.
3. Should not be used to obtain credit or for any purposes other than 
to develop a personal financial plan.
4. Have not been audited, reviewed, or compiled.
The following illustrative report demonstrates the reporting requirements of 
SSARS 6:
The accompanying Statement of Financial Condition of Model 
Person, as of December 31, 19XX, was prepared solely to help 
you develop your personal financial plan. Accordingly, it may 
be incomplete or contain other departures from generally 
accepted accounting principles and should not be used to obtain 
credit or for any purposes other than developing your financial 
plan. We have not audited, reviewed, or compiled the state­
ment.
The reporting requirements of SSARS 1 should be followed if the conditions 
required for SSARS 6 reporting are not met or if the accountant elects not to 
use the SSARS 6 exemption from the requirements of SSARS 1. Although SSARS 1 
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discusses both compilation and review reports, this section considers only 
compilation reports because they are more frequently encountered in personal 
financial plans.
Personal financial statements included in personal financial plans frequently 
omit all disclosures, including the disclosure that assets are presented at 
estimated current values and liabilities at estimated current amounts. They 
also frequently omit the deferred tax liability on the differences between the 
current value and the tax bases of assets and liabilities. The following is 
an illustrative compilation report on such statements that a CPA would use 
after having complied with the compilation requirements of SSARS 1.
We have compiled the accompanying statement of financial con­
dition of Model Person as of December 31, 19XX, and the related 
statement of changes in net worth for the year then ended in 
accordance with standards established by the American Institute 
of Certified Public Accountants. The financial statements are 
intended to present the assets of Model Person at estimated 
current value and his (or her) liabilities at estimated current 
amounts.
A compilation is limited to presenting in the form of financial 
statements information that is the representation of the indi­
vidual whose financial statements are presented. We have not 
audited or reviewed the accompanying financial statements and, 
accordingly, do not express an opinion or any other form of 
assurance on them. However, we did become aware of a departure 
from generally accepted accounting principles that is described 
in the following paragraph.
Generally accepted accounting principles require that personal 
financial statements include a provision for estimated income 
taxes on the differences between the estimated current values 
of assets and the estimated current amounts of liabilities and 
their tax bases. The accompanying financial statements do not 
include such a provision, and the effect of that departure from 
generally accepted accounting principles has not been deter­
mined.
Model Person has elected to omit substantially all of the 
disclosures required by generally accepted accounting prin­
ciples. If the omitted disclosures were included in the finan­
cial statements, they might influence the user’s conclusions 
about the financial condition of Model Person and changes in 
his (or her) net worth. Accordingly, these financial state­
ments are not designed for those who are not informed about 
such matters.
That compilation report would be modified, depending on the completeness of 
the financial statements. If the statements included all required disclo­
sures, the last sentence in the first paragraph and the last paragraph would 
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be omitted. If the statements had no departures from GAAP, which, in the 
illustration, would mean that the deferred tax liability had been reported, 
the last sentence in the second paragraph and the entire third paragraph would 
be omitted.
SSARS 1 requires the CPA to report on supplementary information that accom­
panies the basic financial statements. Financial information in the personal 
financial plan that relates directly to the personal financial statements 
should therefore be included in the compilation report. A detailed list of 
securities that makes up the investments account on the Statement of Financial 
Condition would be such supplementary information. Financial information in 
the plan unrelated to the financial statements would not be covered by the 
compilation report.
Prospective Financial Information
Personal financial plans frequently include prospective financial information. 
In general, CPAs associated with prospective financial information should con­
sider the accounting and reporting guidance in the Statement on Standards for 
Accountants’ Services on Prospective Financial Information, Financial 
Forecasts and Projections, and the AICPA's Guide for Prospective Financial 
Statements.
Prospective financial information included in personal financial plans may 
frequently be a partial presentation or may be intended only for internal 
use. A partial presentation is a presentation of prospective financial infor­
mation that excludes one or more of the items in paragraph 400.06 of the Guide 
that are required of prospective financial statements. (See paragraph 
400.07.) The question of whether the potential user of the information should 
be deemed an internal user requires professional judgment. To illustrate: A 
client’s financial advisers are internal users if the advisers' and the 
client's interests are consistent. They are third-party users in other 
situations, as they would be if the bank or brokerage advisers planned to 
extend the client credit.
The guidance on prospective financial information included in the standard and 
the Guide does not cover in detail partial presentations of prospective 
information. The Guide does state, however, that partial presentations are 
generally not suitable for general use. (See section 1000.) Partial presen­
tation should therefore include a description of their purpose and the limita­
tions on their usefulness.
Section 900 of the Guide includes guidance for prospective financial infor­
mation prepared only for internal use. That section indicates that if a CPA 
issues a report on such prospective information, the form and content of the 
report are flexible. The Guide indicates, however, that preferably, the 
report would
o Be addressed to the responsible party.
o Identify the prospective financial information being reported on.
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o Describe the character of the CPA’s work and the degree of respon­
sibility assumed, without vouching for the achievability of the 
prospective financial information.
o State that the prospective information is for internal use only.
o Be dated as of the date the CPA’s procedures were completed.
o Disclose significant assumptions, if not disclosed elsewhere (see
paragraph 400.22 in the Guide).
Paragraph 900.08 indicates that the accountant’s report would preferably also 
describe the omission of any disclosures included in section 400 of the Guide, 
which describes presentation guidelines. To meet that guideline, some CPAs 
note in their report that the prospective financial information was prepared 
solely to help the client develop his or her financial plan, that it may con­
tain departures from AICPA presentation guidelines, and it should not be used 
for any purpose other than developing the client’s financial plan.
Many CPAs include a disclaimer such as the following in their report: 
’’Differences will probably exist between prospective and actual results 
because events and circumstances frequently do not occur as expected and those 
differences may be material.”
The following is an illustrative report on prospective information included in 
a personal financial plan that is only for internal use. It assumes the 
assumptions used to develop the projection are disclosed in the financial 
plan.
We have assembled the projection of your retirement income 
needs included in your personal financial plan from information 
you provided. It was prepared solely to help you and your 
financial advisers develop your financial plan. It may contain 
departures from the presentation guidelines of the American 
Institute of CPAs and should not be used for any purpose other 
than developing your financial plan. We have not compiled or 
examined the projection and express no assurance of any kind on 
it. Differences will probably exist between the projection and 
actual results because your personal situation, the economic 
environment, tax laws, and other circumstances may change and 
the effects of such changes may be material.
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Reporting on Tax Advice
One of the AICPA's Statements on Responsibilities in Tax Practice, Advice to 
Clients (TX section 181), should be considered by CPAs who include income and 
estate tax advice in personal financial plans. Although that statement con­
cludes that giving clients a precautionary statement about tax advice is often 
unnecessary, CPAs preparing personal financial plans often include a precau­
tionary statement in their plan transmittal letter. The statement explains 
that the income and estate tax-planning recommendations are based on informa­
tion received from the client, and tax laws and regulations that are subject 
to change. Such statements remind clients that tax advice in a financial plan 
that is not current may need updating.
Statements on Standards for Management Advisory Services
Because both PFP and MAS include advising clients on improved use of resources, 
review of the MAS statements on standards is helpful to CPAs who develop per­
sonal financial plans. The first MAS standard (MS section 11) requires CPAs 
to view engagement recommendations objectively and to advise clients of limi­
tations, qualifications, or reservations that the clients should consider when 
making decisions based on the recommendations. The suggestion to objectively 
review recommendations is equally applicable to the recommendations CPAs 
include in personal financial plans.
Communications to Clients
The various reports and precautionary statements that accountants communicate 
to clients, such as the report on historical financial statements, statements 
and assumptions concerning prospective financial information, and a precau­
tionary statement on tax advice, can be included either in a transmittal 
letter that accompanies the client's financial plan, or as reports and state­
ments included on, or immediately preceding, the related information.
X. REGULATORY AND PROFESSIONAL LIABILITY INSURANCE CONSIDERATIONS
See the Personal Financial Planning Practice Aid, Issues Involving Registra­
tion Under the Investment Advisers Act of 1940, for a discussion of whether 
CPAs providing PFP services should register under the Investment Advisers Act 
of 1940. State registration and regulatory requirements do not necessarily 
conform to federal requirements. CPAs should therefore also determine the 
requirements of the state in which they practice.
Insurance consultants, persons representing themselves as consultants pro­
viding advice on insurance products for a fee, are regulated in some states. 
The Agents and Brokers Licensing Model Act of the National Association of 
Insurance Commissioners (NAIC) provides for the regulation of insurance con­
sultants. CPAs, however, are not subject to the licensing requirement of the 
model act if they provide information, recommendations, advice, or services in 
their professional capacity. Only a few states have adopted that model act.
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CPAs whose personal financial planning services include insurance consulting 
can inquire of their state insurance commissioner whether licensing is 
required for insurance consultants and whether an exemption for CPAs exists.
Professional Liability Coverage
Some insurers have been reluctant to make unequivocal statements about whether 
CPAs' professional liability insurance covers their PFP services. The AICPA 
Professional Liability Insurance Plan has been revised to clarify the situa­
tion for members covered by the plan. It defines professional accounting ser­
vices as services performed, or advice given, by the insured for a fee or 
otherwise in the conduct of the insured's practice as an accountant. Profes­
sional accounting services, including PFP services, are covered under the plan 
unless specifically excluded. Claims arising from the following activities, 
which could relate to PFP services, are specifically excluded from coverage 
under the plan:
(1) Professional accounting services that include the sale or solicitation 
for sale of securities, real estate, or other investments.
(2) Professional accounting services from which any insured receives a fee 
or commission prohibited by the rules of conduct of the AICPA.
(3) The promotion, solicitation, or sale of specific securities.
The exclusions are intended to allow insured CPAs to value stocks and other 
assets. They also permit insureds to provide general recommendations to 
clients on investments. For example, covered services include an insured's 
review of a client's financial situation, followed by a recommendation to 
allocate a specific percentage of investable assets in stocks, a specific per­
centage in bonds, and so forth. If an insured recommends specific stocks or 
investments, however, the accounting service may not be covered.
Consequently, if an insured recommends that a client buy 500 shares of General 
Motors, that activity is probably excluded from coverage as a promotion of a 
specific security.
Firms covered under other liability insurance plans should consult their plans 
and their insurance agents or brokers to determine whether their plans cover 
their PFP services.
Sources of Litigation
The three main sources of litigation in the PFP practice area are (1) mis­
understandings with clients, (2) regulatory problems, and (3) conflicts of 
interest. An understanding of the potential problems in these areas will 
enable CPAs providing PFP services to take precautionary actions to reduce the 
possibility of having legal action brought against them.
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The best vehicle for minimizing misunderstandings with clients is an engage­
ment letter that includes the following:
o The CPA's role and responsibilities in the engagement.
o The materials the client will provide and an explanation of the 
client's participation that will be necessary.
o The intended use of the personal financial statements.
o A description of the report the CPA expects to render if the written 
plan will include financial statements or prospective financial infor­
mation.
o The fee arrangements.
o The extent of any continuing service after the initial plan has been 
developed.
A CPA can consult with an attorney to determine whether his PFP services are 
in compliance with federal and state regulatory requirements. The failure to 
comply with regulations may hinder a CPA's defense if a client brings a legal 
action against him.
The AICPA Code of Professional Conduct requires CPAs to be objective and free 
of conflicts of interest. Therefore, by following the Code of Professional 
Conduct, CPAs may be able to avoid litigation caused by conflicts of interest.
Practicing these precautions will minimize suits brought against CPAs, which 
will mean fewer claims against professional liability policies.
XI. LIBRARY RESOURCES
A personal financial planning practice requires adequate resources, including 
books and periodicals on PFP. Those materials are helpful in developing the 
firm's PFP procedures. Although the PFP process includes certain standard 
features, each firm needs to define its steps for providing PFP services.
The following listing includes PFP educational and resource materials. It is 
not meant to be all-inclusive, and many additional resources are available. A 
review of local library resources is recommended.
A Personal Financial Planning Bibliography
Not all the publications listed below have been reviewed. Their inclusion in 
this list should not be construed as an endorsement. Publishers' addresses 
are listed at the end of the bibliography.
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Services
Best's Insurance Reports; Life Health. A.M. Best Co., Inc.
Estate Planning & Taxation Coordinator. The Research Institute of America.
Executive Compensation and Taxation Co rdinator. The Research Institute of 
America.
Fringe Benefits Tax Guide. Commerce Clearing House.
Guide to Personal Financial Planning. Practitioners Publishing Co., Inc.
Individual Retirement Plans Guide. Commerce Clearing House.
Financial and Estate Planning. Commerce Clearing House.
Moody's Bank and Financial Manual. Vol. 2. Moody's Investors Service.
Pension and Profit Sharing. Prentice-Hall, Inc.
Pension Plan Guide. Commerce Clearing House.
Real Estate Coordinator. The Research Institute of America.
The Stanger Register. Robert A. Stanger and Co.
Tax Management Financial Planning. The Bureau of National Affairs, Inc.
Tax Management Estates, Gifts and Trust. The Bureau of National Affairs, Inc.
Tax Planning for the Highly Compensated Individual. Warren, Gorham and 
Lamont, Inc.
Tax Planning Strategies. Callaghan and Co.
Value Line. Value Line, Inc.
Newsletters
Board Room Reports. Board Room Reports, Inc.
Brennan Reports. Brennan Reports, Inc.
The CPA Financial Planner. Practitioners Publishing Co., Inc.
Executive Wealth Advisory. The Research Institute of America.
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Income and Safety. Institute for Econometric Research.
The Gourgues Report. The Harold W. Gourgues Co., Inc.
The Kiplinger Tax Letter. The Kiplinger Washington Editors, Inc.
Longman Report. Longman Group USA, Inc.
Mortgage and Real Estate Executives Report. Warren, Gorham and 
Lamont, Inc.
Mutual Fund Forecaster. Institute for Econometric Research.
The Planner. American Institute of Certified Public Accountants.
Real Estate Investing Letter. BJ Newsletter Bureau.
Real Estate Investment Ideas. Prentice-Hall, Inc.
Real Estate Planning Alert. The Research Institute of America.
Real Estate Tax Ideas. Warren, Gorham and Lamont, Inc.
Review of Taxation of Individuals. Warren, Gorham and Lamont, Inc.
Ruff Times. Target Publishers.
Tax Hotline. Board Room Reports, Inc.
The Stanger Report. Robert A. Stanger and Co.
Tax Shelter Insider. Newsletter Management Corp.
Tax Shelter Investment Review. Leland Publishing Co., Inc.
Major brokerage houses have free financial newsletters.
Journals and Periodicals
Barrons. Dow Jones & Co., Inc.
Best's Review: Life/Health Insurance Edition. A.M. Best Co., Inc.
Best's Review: Property/Casualty Insurance Edition. A.M. Best Co., Inc.
Business Week. McGraw-Hill, Inc.
Changing Times. The Kiplinger Washington Editors, Inc.
Compensation Planning Journal. The Bureau of National Affairs, Inc.
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Estates, Gifts and Trusts Journal. The Bureau of National 
Affairs, Inc.
Estate Planning. Warren, Gorham and Lamont, Inc.
Financial Planning. International Association for Financial
Planning, Inc.
Financial Strategies. Financial Service Corp.
Financial World. Financial World Partners.
Forbes. Forbes, Inc.
Fortune. Time, Inc.
Institute of Certified Financial Planners Journal. Institute of 
Certified Financial Planners.
Investor's Daily. Investor's Daily, Inc.
The Journal of Financial Computing. Microthought Publications.
Journal of Real Estate Taxation. Warren, Gorham and Lamont, Inc.
Journal of Taxation on Investments. Warren, Gorham and Lamont, Inc.
Money Magazine. Time, Inc.
New York Times. The New York Times Company.
Registered Representative. Plaza Communications, Inc.
Sylvia Porter's Personal Finance Magazine. Sylvia Porter's Personal Finance Co.
The Tax Adviser. American Institute of Certified Public Accountants.
Tax Management Financial Planning Journal. The Bureau of National 
Affairs, Inc.
Trusts and Estates. Communications Channel, Inc.
Wall Street Journal. Dow Jones & Company, Inc.
Books
(Introduction to Personal Financial Planning)
Amling, Frederick and William G. Droms. The Dow Jones-Irwin Guide to
Personal Financial Planning. Homewood, Ill.: Dow Jones-Irwin, 1986.
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Bailard, Thomas E. et al. Personal Money Management. 5th ed. Chicago: 
Science Research Assocs., Inc., 1986.
Berg, Adriane G. Your Wealth Building Years: The Secrets of Money Management 
for 21- to 35-Year Olds. New York: Newmarket Press, 1987.
Breitbard, Stanley H. and D.S. Carpenter. The Price Waterhouse Book of 
Personal Financial Planning. New York: Henry Holt and Co., 1988.
Connell, J.R., L.L. Dotson, W.T. Porter, and R.E. Zobel.
Touche Ross Guide to Personal Financial Management. Rev. ed. Englewood 
Cliffs, N.J.: Prentice-Hall, Inc., 1987.
Gourgues, Harold W. Jr. and Jeffrey L. Lauterbach. Revolution in Financial 
Services. Washington, D.C.: The Bureau of National Affairs, Inc., 1987.
Hallman, G. Victor and Jerry S. Rosenbloom. Personal Financial Planning. 
4th ed. revised. New York: McGraw-Hill Book Co., Inc., 1987.
Roehm, Harper A. Spending Less and Enjoying It More: How to Get Control of 
Your Money. New York: McGraw-Hill Book Co., Inc., 1984.
Shane, Dorlene V. Be Your Own Financial Planner: Total Money Management in 
21 Days. New York: John Wiley & Sons, Inc., 1987.
Stillman, Richard J. Guide To Personal Finance: A Lifetime Progam of Money 
Management. 5th ed. Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1988.
Van Caspel, Venita. Money Dynamics for the New Economy. New York: Simon and 
Schuster, 1986.
Personal Financial Planning Practice
AICPA MAS Small Business Consulting Practices Subcommittee.
Personal Financial Planning: The Team Approach. New York: American Institute 
of Certified Public Accountants, 1987.
Bernzweig, Eli. The Financial Planner's Legal Guide. Englewood Cliffs, N.J.: 
Reston, 1987.
Lee, James L., Charles J. Pulvino, and Cynthia E. Foreman. 
Communication Skills for Financial Planners. Madison, Wis.: 
Instructional Enterprises, 1984.
Leimberg, Stephan R., Martin J. Satinsky, Robert T. LeClair. The Tools 
and Techniques of Financial Planning. 2d ed., Cincinnati, Ohio: National 
Underwriter, 1987.
Mayer Hoffman McCann. CPA's Guide to Performing Engagements for 
Personal Financial Planning. Kansas City, Mo.: Mayer Hoffman McCann, 
1984.
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Pond, Jonathan D. Personal Financial Planning Handbook. New York: Warren, 
Gorham and Lamont, Inc., 1986.
Porter, Thomas. Financial Planners' Practice Sourcebook. Englewood Cliffs, 
N.J.: Prentice-Hall, Inc., 1986.
Regan, John J. Tax, Estate & Financial Planning for the Elderly. New York: 
Matthew Bender & Company, 1985 (1986 update available).
Rich, Andrew M., CFP. How to Survive and Succeed in a Small Financial 
Planning Practice. Old Tappan, N.J.: Reston Publishing Co., Inc., 1984.
Wilson, James H., CPA. The CPA's Guide to Financial Planning. 
Chicago: Longman Group USA, Inc., 1985.
Investments
Adolph, Lurie. How to Read Annual Reports Intelligently. Englewood Cliffs, 
N.J.: Prentice-Hall, Inc., 1984.
American Association of Individual Investors. The Individual Investor's Guide 
to No-Load Mutual Funds. 6th ed. Chicago: International Publishing 
Corporation, 1987.
Bench, Nachman. Questions and Answers about Today's Securities Market. 
Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1986.
Bloch, H.I. Inside Real Estate: The Complete Guide to Buying and Selling 
Your Home, Co-op or Condo. New York: Weidenfeld & Nicolson, 1987.
Bookstaber, Richard. The Complete Investment Book: Trading Stocks, Bonds and 
Options with Computer Applications. Glenview, Ill.: Scott, Foresman and 
Co., 1985.
Donnelly, Austin S. The Three R's of Investing: Return, Risk & Relativity. 
Homewood, Ill.: Dow Jones-Irwin, 1985.
Dorf, Richard C. The New Mutual Fund Investment Advisor. Chicago: Probus 
Publishing Company, 1985.
Downes, John and Jordon Elliot Goodman. Barron's Finance & Investment Hand- 
book. 2d ed. Hauppauge, N.Y.: Barron's Educational Series, Inc., 1987.
Ellis, Charles D. Investment Policy: How to Win the Loser's Game in Invest­
ment Management. Homewood, Ill.: Dow Jones-Irwin, 1985.
Gross, Jerome S. Webster's New World Illustrated Encyclopedia Dictionary of 
Real Estate. Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1987.
Harper, Victor L. Handbook of Investment Products & Services. 2d ed. New 
York: New York Institute of Finance, 1985.
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Hulbert, Mark. The Hulbert Financial Digest Annual Review of Investment News­
letters . Baltimore, Md.: Agora, Inc., 1987.
Ibbotson, Roger G. and Gary P. Brinson. Investment Markets: Gaining the 
Performance Advantage. New York: McGraw-Hill, 1987.
Irwin, R. Handbook of Property Management. New York: McGraw-Hill Book Co., 
Inc., 1986.
Kinsman, Robert. Low Risk Profits in High Risk Time. Homewood, Ill.: Dow 
Jones-Irwin, 1987.
Krefetz, Gerald. How to Read & Profit from Financial News. New York: 
Ticknor and Fields, 1985.
Lehmann, Michael B. The Dow Jones-Irwin Guide to Using the Wall Street 
Journal. 2d ed. Homewood, Ill.: Dow Jones-Irwin, Inc., 1986.
Mayo, Herbert B. Investments: An Introduction. Hinsdale, Ill.: Dryden Press 
1983.
Pessin, Allan H. and Joseph Ross. Words of Wall Street: Two Thousand Invest­
ment Terms Defined. Homewood, Ill.: Dow Jones-Irwin, 1983.
Pessin, Allan H. and Joseph Ross. More Words of Wall Street: Two Thousand 
More Investment Terms Defined. Homewood, Ill.: Dow Jones-Irwin, 1986.
Pope, Alan. Successful Investing in No-Load Funds: And Goods for IRAs Too! 
New York: John Wiley & Sons, Inc., 1983.
Rachlin, Harvey. The Money Encyclopedia. New York: Harper and Row Pub­
lishers, Inc., 1984.
Thorndike, David. Thorndike Encyclopedia of Banking and Financial Tables, 
revised. Boston: Warren, Gorham and Lamont, Inc., 1980.
Risk Management
Baldwin, Ben G. and William G. Droms. The Life Insurance Investment Advisor. 
Chicago: Probus Publishing Company, 1988.
Bickelhaupt, David L. General Insurance. 11th ed. Homewood, Ill.: Dow 
Jones-Irwin, 1983.
Huebner, S.S. and Kenneth Black, Jr. Life Insurance. 10th ed. Englewood 
Cliffs, N.J.: Prentice-Hall, Inc., 1982.
Huebner, S.S., Kenneth Black, Jr., and Robert S. Cline. Property and Liabil­
ity Insurance. 3d ed. Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1982.
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Mehr, Robert I. and Sandra G. Gustavson. Life Insurance: Theory and Practice 
3d ed. Plano, Texas: Business Publications, 1984.
Mehr, Robert I., et al. Principles of Insurance. 8th ed. Homewood, Ill.: 
Dow Jones-Irwin, 1985.
Slimmon, Robert F. Successful Pension Design for Small to Medium Sized 
Businesses. Englewood Cliffs, N.J.: Reston Publishing Company, Inc., 1987.
Thomas, William W. III, ed. Social Security Manual. Cincinnati, Ohio: The 
National Underwriter Company, 1987.
Vaughan, Emmett J. Fundamentals of Risk and Insurance. 4th ed. New York: 
John Wiley & Sons, 1986.
White, Edwin H. and Herbert Chasman. Business Insurance. 5th ed. Englewood 
Cliffs, N.J.: Prentice-Hall, Inc., 1980.
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Addresses of Publishers
Agora, Inc.
824 E. Baltimore Street 
Baltimore, MD 21202
A.M. Best Co., Inc.
Ambest Road
Oldwick, NJ 08858
Allyn and Bacon, Inc. 
Division of Esquire, Inc. 
7 Wells Avenue
Newton, MA 02159
Clark Boardman, Co. Ltd.
435 Hudson Street 
New York, NY 10014
Board Room Reports, Inc.
To order:
Allyn and Bacon, Inc. 
College Division
1 Pond Road 
Rockleigh, NJ 07647
330 W. 42nd Street
New York, NY 10036
To order:
Board Room Reports, Inc.
Order Department
American Institute of 
Certified Public Accountants 
1211 Avenue of the Americas 
New York, NY 10036
P.O. Box 1026
Milburn, NJ 07041
Brennan Reports, Inc. 
Valley Forge Office Colony
American Law Institute 
4025 Chestnut Street 
Philadelphia, PA 19104
P.O. Box 882
Valley Forge, PA 19482
Bureau of National Affairs, Inc.
Anderson Publishing Co. 
646 Main Street 
Cincinnati, OH 45201
Tax Management, Inc. 
1231 25th Street, N.W. 
Washington, D.C. 20037
Avon Books
1790 Broadway
New York, NY 10019
Business Publications
1700 Alma Road, Suite 390
Plano, TX 75075
BJ Newsletter Bureau
545 Fifth Avenue 
New York, NY 10017
Callaghan and Co. 
3201 Glenview Road 
Wilmette, IL 60091
Bantam Books
666 Fifth Avenue 
New York, NY 10019
Commerce Clearing House 
4025 West Peterson Avenue 
Chicago, IL 60646
To order:
Bantam Books
414 E. Golf Road
Des Plaines, IL 60016
Communications Channel, Inc.
6255 Barfield Road
Atlanta, GA 30328
Consolidated Capital Communications
Barron’s Educational Series, Inc. 
250 Wireless Boulevard 
Hauppauge, NY 11788
Group, Inc.
2000 Powell Street 
Emeryville, CA 94608
Matthew Bender and Co., Inc.
11 Penn Plaza
New York, NY 10001
Dow Jones-Irwin or 
Richard D. Irwin, Inc. 
1818 Ridge Road 
Homewood, IL 60430
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To order:
Barrons
200 Burnett Road
Chicopee, MA 01021
Dryden Press
Division of Holt, Rinehart and 
Winston, Inc.
901 N. Elm Street
Hinsdale, IL 60521
To order:
CBS College Publishing
383 Madison Avenue
New York, NY 10017
Farrar, Straus and Giroux, Inc.
19 Union Square
New York, NY 10003
Financial Service Corporation
250 Piedmont Avenue, N.E. 
Atlanta, GA 30365
Financial World Partners
P.O. Box 10750
Des Moines, IA 50340
Forbes
60 Fifth Avenue
New York, NY 10011
Fraser Publishing Co.
1200 Boston Post Road
P.O. Box 573
Guilford, CT 06437
The Harold W. Gourgues Co. Inc. 
Suite 300, 3155 Roswell Road 
Atlanta, GA 30305
Harper and Row Publishers, Inc. 
10 E. 53rd Street
New York, NY 10022
To order:
Harper and Row Publishers, Inc. 
Keystone Industrial Park 
Scranton, PA 18512
Institute for Business Planning 
B & P Marking
Route 9W
Englewood Cliffs, NJ 07632
To order:
Eleanor Brigida
Customer Service
Institute for Business Planning 
200 Old Tappan Road
Old Tappan, NJ 07675
Institute for Econometric Research
Coral Ridge Building 
3471 N. Federal Highway 
Fort Lauderdale, FL 33306
Institute of Certified Financial 
Planners
3443 S. Galena Avenue, Suite 190 
Denver, CO 80231
International Association for
Financial Planning, Inc.
P.O. Box 100754
Atlanta, GA 30384
International Publishing Corporation 
American Association of Individual 
Investors
612 North Michigan Avenue, Dept. NLG 
Chicago, IL 60611
Investment Company Institute 
1600 M Street, N.W.
Washington, D.C. 20036
Investor's Daily
P.O. Box 25970
Los Angeles, CA 90025
The Kiplinger Washington
Editors, Inc.
1729 H Street, N.W.
Washington, D.C. 20006
The Leland Publishing Co., Inc.
81 Canal Street
Boston, MA 02114
Mayer Hoffman McCann
420 Nichols Road 
Kansas City, MO 64112
McGraw-Hill Book Co. Inc.
1221 Avenue of the Americas
New York, NY 10020
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To order:
McGraw-Hill Book Co., Inc.
Princeton Road
Hightstown, NJ 08520
To order Business Week:
Business Week
P.O. Box 506
Hightstown, NJ 08520
Merrill Lynch
Subscription Processing Center 
New Brunswick, NJ 08988-0009
Microthought Publications
2811 Wilshire Blvd., Suite 640
Santa Monica, CA 90403
Money Magazine
P.O. Box 14429
Boulder, CO 80322-4429
Moody’s Investors Service
99 Church Street
New York, NY 10007
The National Underwriter Co., Inc.
420 E. Fourth Street
Cincinnati, OH 45202
The Newsletter Management Corp. 
10076 Boca Entrada Blvd.
Boca Raton, FL 33433-5897
New York Institute of Finance
70 Pine Street
New York, NY 10270
New York Times Customer Service
P.O. Box 508
Hackensack, NJ 07601
W.W. Norton and Co., Inc.
500 Fifth Avenue
New York, NY 10110
Panel Publishers, Inc.
14 Plaza Road
Greenvale, NY 11548
Penguin Books, Inc.
40 W. 23rd Street
New York, NY 10010
Plaza Communications, Inc. 
18898 Teller Avenue, Suite 280 
Irvine, CA 92715
Practitioners Publishing Co., Inc. 
P.O. Box 966
Fort Worth, TX 76101
Prentice-Hall, Inc.
Route 9W
Englewood Cliffs, NJ 07632
To order:
Prentice-Hall, Inc.
P.O. Box 500
Englewood Cliffs, NJ 07632
Probus Publishing Company 
118 N. Clinton
Chicago, IL 60606
Random House, Inc.
Random House Publicity 
201 E. 50th Street 
New York, NY 10022
To order:
Random House, Inc.
Random House Publicity 
400 Hahn Road
Westminster, MD 21157
The Research Institute of America 
90 Fifth Avenue
New York, NY 10011
Reston Publishing Co., Inc. 
c/o Prentice-Hall, Inc.
Route 9W
Englewood Cliffs, NJ 07632
Science Research Assocs., Inc. 
College Division 
155 N. Wacker Drive
Chicago, IL 60606
Scott, Foresman and Co. 
1900 E. Lake Avenue 
Glenview, IL 60025
Simon and Schuster, Inc. 
1230 Avenue of the Americas 
New York, NY 10020
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South-Western Publishing Co. 
5101 Madison Road
Cincinnati, OH 45227
Standard & Poor's Corporation
25 Broadway
New York, NY 10004
Robert A. Stanger and Company 
P.O. Box 7490 
1129 Broad Street
Shrewsbury, NJ 07701
Sylvia Porter's Personal Finance 
Magazine Company
P.O. Box 1928
Marion, OH 43305
Target Publishers
Box 25
Pleasanton, CA 94566
Ticknor & Fields
52 Vanderbilt Avenue 
New York, NY 10017
Time, Inc.
541 N. Fairbanks Court
Chicago, IL 60611-3333
XII. SOFTWARE DECISIONS
University of Miami Press 
P.O. Box 4836
Hampden Station
Baltimore, MD 21211
Value Line, Inc.
711 Third Avenue
New York, NY 10017
The Wall Street Journal
P.O. Box 300
Princeton, NJ 08540
Warren, Gorham and Lamont, Inc. 
210 South Street
Boston, MA 02111
Weidenfeld & Nicolson
10 East 53rd St., 14th Floor 
New York, NY 10022
West Publishing Co.
P.O. Box 64526
50 W. Kellogg Blvd.
St. Paul, MN 55102-1611
John Wiley & Sons, Inc.
605 Third Avenue
New York, NY 10159
Sophisticated, comprehensive software packages are available to facilitate the 
PFP process. Many can perform extensive analyses of the financial information 
and arrive at integrated recommendations for the personal financial plan. Some 
can efficiently calculate the consequences of alternative courses of action. 
Those programs reduce the tedium of intensive and repetitive calculations as 
well as the required staff time and the possibility of computational errors. 
Integrated PFP software packages vary in their abilities to handle complex 
financial information, in the sophistication of the computations and analyses 
they perform, and in the programmed parameters and norms used to generate 
recommendations. The programs produce reports that differ in quality, volume, 
graphics, and style. The user's flexibility in designing the report also 
varies with the program.
Though descriptions of the packages are impressive, they remain only tools. 
They do not substitute for the CPA's expertise and judgment, and should not be 
relied upon to develop the final plan recommendations. By themselves, they do 
not make a CPA into a financial planner.
Alternatives to Integrated Software Packages
A PFP practice does not require an integrated PFP program, which may be time­
saving and efficient, but also may be expensive and inflexible. A firm that 
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offers PFP services can choose from an array of methods to accomplish the 
required data gathering, analysis, recommendation development, and report­
writing tasks.
Manual Systems. Many CPAs develop a client's personal financial plan using 
questionnaires, worksheets, and checklists similar to those included in this 
manual. Such systems can be structured to suit the CPA's objectives and are 
easily modified to meet clients' varied needs.
Partially Computerized Systems. Existing software, such as tax planning and 
word processing packages, can be used to automate segments of the PFP process. 
Some CPAs develop spreadsheets to perform calculations and analyses. Special­
ized packages such as estate-planning packages can be added as needed.
Service Bureaus. Some service bureaus either offer or specialize in integrated 
PFP services. They have the advantages of integrated software packages, and 
they minimize the initial capital outlay and staff-training requirements. 
Compared with in-house systems, however, service bureaus require additional 
time for transporting the data and may offer less flexibility in the structure 
of the analyses and the design of the report.
Time-sharing Systems. Time-sharing systems have advantages and disadvantages 
similar to service bureaus, except that the time required to process the 
information is reduced because data is entered directly into the system from 
a modem in the office.
Considerations in Making Software Decisions
Decisions about whether to invest in software for PFP depend on the complex­
ity, volume, and diversity of a firm's PFP engagements. Other considerations 
include: the compatibility of a program with existing hardware; the sophisti­
cation and flexibility of the program; and, of course, its cost. Staff­
training costs — frequently eight to ten hours or more per person — and costs 
of required additional hardware are part of the total commitment.
When examining its software needs, a firm may decide it will develop its own 
recommendations and reports and, therefore, only need a program that performs 
calculations, summaries, and analyses. Many firms find that no one program 
meets their needs.
Software decisions can have a major impact on the cost and structure of 
delivering PFP services; they should be carefully researched. Firms may want 
to postpone major software investments and use one or more of the alternatives 
discussed above until they know their PFP market.
PFP Software
PFP software packages are listed below. This information may provide a 
starting point for research about available PFP software. Vendors should be 
contacted directly for further information and to verify details, which are 
subject to change.
The listings are not all-inclusive. The software has not been reviewed, and 
the listings should not be construed as endorsements.
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Comprehensive PFP Software
Unless otherwise noted, the comprehensive programs provide financial statement 
analysis, cash flow analysis, federal income tax planning, investment analysis, 
insurance analysis, retirement planning, and estate planning, and they have been 
updated for changes in the tax law. If state taxes are also included, it 
will be mentioned in the description.
Program
CPA's Guide 
to Personal 
Financial 
Planning
Vendor
Mayer Hoffman McCann
420 Nichols Road 
Kansas City, MO 64112 
(816) 753-3870
Price/Annual 
Maintenance Fee
$295
Execplan II Sawhney Software 
888 Seventh Avenue 
New York, NY 10106 
(212) 541-8020 
(800) 752-6344
$6,000/$1,200 
after the 
first year
Fastplan III Abacus Data Systems, Inc. $6,995/$400 
2775 Via De La Valle
Suite 101
Del Mar, CA 92014
(619) 755-0505
Description
Includes portfolio analysis. Does 
not include income or estate tax 
planning. Requires IBM PC or com­
patible with 256K RAM and Lotus 1-2-3 
software.
Reports can be customized. Requires 
IBM XT/AT or compatible with 640K RAM 
and a 5mb hard disk. Cash flow 
module available separately for 
$1,595.
Does all states. Requires an IBM PC 
or compatible with 512K RAM and 10mb 
hard disk.
Financial 
Firedrill
Financial Data, Inc. 
Box 1332
Bryn Mawr, PA 19010 
(215) 525-6957 
(800) 392-6900
$175
Financial 
Profiles
Financial Profiles, Inc.
514 Via De La Valle 
Suite 300
Solana Beach, CA 92705 
(619) 259-8300 
(800) 237-6335
$l,495/$400 
after first 
year
Produces report with tables, charts, 
and graphs. Focuses on 4 key needs: 
death, disability, retirement, and 
education. Optional estate planning 
module is $300. Requires IBM PC or 
compatible with 256K RAM.
Simplified, fast finding and modular 
analysis. Requires IBM PC or com­
patible with 256K RAM and a graphics 
card. Also available, Business 
Profiles, at $1,495.
Financial 
Sense
Computer Language 
Research, Inc.
2395 Midway Road 
Carrollton, TX 75006 
1-800-MICR089
$l,995/$695 Logic-generated text. User can 
customize text and specify plan con­
tents. Requires IBM XT/AT or com­
patible with 640K RAM and a 10mb hard 
disk.
IFDS 
Professional 
Planner II 
and III
International Financial 
Data Systems, Inc.
P.O. Box 888870 
Atlanta, GA 30356 
(404) 256-6447
(800) 554-8004
$l,500-$2,999/ 
$450 (II) 
$3,999-$4,999/ 
$1,000 (III)
Includes states. Can use word pro­
cessing package to customize text. 
Can also interface with spreadsheet 
programs. Requires IBM PC or com­
patible with 256K RAM.
IFS System II IFS Interactive Financial 
Services, Inc.
1600 Parkwood Circle
Suite 650
Atlanta, GA 30339 
(404) 952-4721 
(800) 831-7636
$6,245/$l,350 Produces modular reports. User can 
customize text. Does all states. 
Requires an IBM PC or compatible, 
Convergent Tech or Burroughs with 
640K RAM and a 10mb hard disk. A 
20mb hard disk is recommended. Lease 
program available for $350 a month, 
which includes training.
Journey McMahon, Hartmann, $8,000 IBM System 36.
Amundson & Co. $6,000/ IBM PC 36.
P.O. Box 1067 10% of software Service bureau services available
St. Cloud, MN 56302 cost Does all states.
(612) 251-4266
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Leonard 
Financial 
Planning 
Systems
Leonard Financial Software 
P.O. Box 13990
Research Triangle Park, NC 
27709
(919) 781-1451
(800) 632-3044
$2,000-$8,000+/ 
$600-$l,500 
depending on 
system
Several packages available: mini- 
plan, $2,000; Leonard, $2,000-$3,000; 
Advanced Planning, $5,000; Leonard, 
$5,000-$6,000; Network Version, 
$8,000+. IBM PC, XT, or AT or com­
patible with 512K RAM and 10mb hard 
disk.
Lumen 
Personal 
Financial 
Planner 
Professional 
Edition
Lumen Systems, Inc. 
4300 Stevens Creek Rd. 
Suite 270
San Jose, CA 95129 
(408) 984-8134 
(800) 233-3461
$895/$250 Comprehensive or modular planning 
capability. Update package with 
questionnaire permits update of pre­
viously prepared plans. Does not 
offer insurance analysis. Requires 
IBM PC or compatible with 256K RAM.
Lumen 
Financial 
Planning 
Professional
Lumen Systems, Inc. 
4300 Stevens Creek Road 
Suite 270
San Jose, CA 95129 
(408) 984-8134 
(800) 233-3461
$l,495/$450 More comprehensive. Requires an IBM 
PC or compatible with 320 RAM, 10 mb 
hard disk recommended.
MoneyCalc 
Premier
Money Tree Software 
1753 Wooded Knolls Dr. 
Suite 200
Philomath, OR 97370 
(503) 929-2140
$1,595 w/o 
retirement 
module; $1,750 
with retirement 
module/$400 after 
first year
Series of over 40 Lotus templates 
linked to single data input.
Includes asset diversification analy­
sis, portfolio characteristic analy­
sis, and education funding. Retire­
ment solutions: capital projections 
and tax analysis of lump sum distri­
butions. Requires IBM PC or com­
patible with 640K RAM, 10mb hard 
disk, and Lotus 1-2-3 software.
Planman Sterling Wentworth 
Corporation
2319 South Foothill Dr. 
Suite 150
Salt Lake City, UT 84109 
(800) 752-6637
$4,500/$800 
Planman; 
$500-graphics;
$2,000/$400 
database; 
$6,000/$l,200 
entire package.
User can customize text. Integrated 
System has programmed “intelligence" 
to make decisions. Requires an IBM 
PC or compatible with 512K RAM and a 
10mb hard disk. Business Plan 
($2,995) is $995 if purchased with 
full plan.
The 
Professional 
Planning 
System
Micro Planning Systems 
1499 Bayshore Highway 
Suite 214
Burlingame, CA 94019 
(415) 692-0407
$l,250/$450 No insurance analysis or retirement 
planning. Requires an IBM PC or 
compatible with 512K RAM. Other 
available modules: Super Planner, 
$695; Retirement Planning, $695; 
Mortgage Planning, $195.
Proplan Financial Planning 
Consultants, Inc.
The Financial Planning 
Building
2507 N. Verity Parkway 
Box 430
Middletown, OH 45042 
(513) 424-1656
$495/$l,140 
($95 a month)
User can customize text with any word 
processing system written in ASCII. 
Requires an IBM XT, AT, or compatible 
with 256K RAM (512K RAM to run "Help" 
function) and a 10mb hard disk. Cost 
includes training for two people in 
Middletown.
Selfplan Independence Strategies 
6631 Hazel tine #6 
Van Nuys, CA 91405 
(818) 989-3012
$6,000 Requires Alpha Micro hardware. 
$25,000 including hardware. No 
estate planning. Does all states.
Softbridge 
Financial 
Planner
Softbridge MicroSystems 
Corporation
125 Cambridge Park Dr. 
Cambridge, MA 01240 
(800) 325-6060 
(800) 325-5959 (in
Massachusetts)
$6,000/$l,200 User can customize text. Does seven­
teen states and includes template to 
calculate all other states. Calcu­
lates business valuation. Requires 
IBM or compatible with 640K RAM and a 
20mb hard disk.
Softbridge 
Quick Plan
Softbridge $2,295/$900 Less comprehensive version of 
Softbridge Financial Planner. 
Requires IBM or compatible with 640K 
RAM and a 10mb hard disk.
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Service Bureau Services
Program
Financial 
Checkup 
Report
Vendor
Initial Fee/ 
Price
Financial 
Planning 
System
Financial 
Sense
Financial Answers 
Network, Inc. 
2615 Calder Avenue 
Suite 315 
Beaumont, TX 77702 
(409) 833-7935 
(800) 443-7290
McMahon, Hartman, 
Amundson
Attn. Michael Sipe 
911 N. 18th Street 
St. Cloud, MN 56302 
(612) 251-4266
Computer Language 
Research, Inc. 
(Fast-Tax) 
2395 Midway Road 
Carrollton, TX 75006 
(800) 327-8829 
(214) 250-8800
$125 annual 
fee/$50 after 
first one
$212/$10-$30 
for each re­
port
$195/$100
Description
Approximately 5-page questionnaire. 
20- to 100-page report. Report 
includes evaluation and analysis of 
financial position, insurance, and 
investment portfolios, borrowing 
power.
Plans may include any of 14 reports 
covering attitudes and objectives, 
financial condition, cash flow, net 
worth analysis, living expenses 
analysis, and so forth.
Mail-in. Batch computer service sys­
tem. 75- to 100-page plans and re­
ports. First plan after initial fee 
is free.
Personal Consumer Financial None/$225 to
Financial Institute $300
Strategies 2 University Park
Program 51 Sawyer Road 
Waltham, MA 02154 
(617) 899-6500
Plan First The Plan First Company 
6 North Park Drive, 
Suite 103
Cockeysville, MD 21030 
(301) 683-0600
$l,400/$150
Provisor Provisor Corporation 
2105 112th Avenue, N.E. 
Bellevue, WA 98004 
(206) 462-7890
$500/$195
A division of Price Waterhouse. 13- 
page questionnaire. Produces 40- to 
60-page report with specific recom­
mendations concerning taxes, invest­
ments, retirement, education costs, 
life and disability insurance. 
Modular reports available. Also 
includes 300 pages of reference 
materials for each client.
Produces plans of about 60 pages, 
which include graphics and outline 
clients' financial strengths and 
weaknesses.
Services CPAs exclusively. Regis­
tered investment adviser for users. 
Recommends specific investment and 
insurance products. Receives no com­
pensation for recommending products.
Unimapps Unitax None/$90
4225 East Lapalma Avenue 
Anaheim, CA 92807 
(213) 264-0500
Other PFP Software
The following software programs perform calculations and analyses in specific PFP 
areas or provide record keeping or other support for individuals or PFP practi­
tioners.
Record-Keeping Software
Program Vendor
Dollars and 
Sense
Monogram, Inc.
367 Van Ness Way 
Torrance, CA 90501 
(213) 533-5120
Price/Annual 
Maintenance Fee
$180/Free 
for 
subscribers
Description
Personal and small business financial 
management program. Produces income 
statement, net worth reports and tax 
summary. Requires IBM PC or com­
patible or Macintosh.
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Record-Keeping Software
Financial 
Navigator
MoneyCare, Inc. 
P.O. Box 4127 
Mountain View, CA 
94040-0127
(800) 423-5248 (Calif.) 
(800) 824-9827
Personal Ver­
sion $99/$25 
Professional 
Version $399/ 
$195
Financier II Financial Software $99.95
3 Kane Industrial Drive 
Suite 1 
Hudson, MA 01749 
(617) 568-0374
Tracks multiple cash accounts and 
securities transactions. Produces 
balance sheet, income statement, and 
tax summary. Information can bridge 
to Fast Tax for return preparation. 
Requires IBM PC or compatible with 
192K RAM for personal version and 
364K RAM for professional version.
Personal and small business account­
ing program. Includes tax record­
keeping system.
Managing Your MECA Ventures, Inc. $220
Money 285 Riverside Avenue 
Westport, CT 06880 
(203) 222-9087
PC/Professional Best Programs, Inc. $95 (each
Finance 2700 S. Quincy Street program)
Program Arlington, VA 22206
PC/Personal (800) 237-0280
Investor
The Personal Lumen Systems, Inc. $200
Financial 4300 Stevens Creek Blvd.
Manager Suite 720
San Jose, CA 95129 
(800) 233-3461
Personal record-keeping system, in­
cluding investment analysis, 
insurance planning, and net worth 
calculations. Version 4.0 offers a 
word processing feature and small 
business application. Requires IBM 
PC or compatible.
Professional Finance: Financial 
management program that generates net 
worth and cash flow reports.
Personal Investor: Provides record­
keeping for a securities portfolio. 
Can interface with Dow Jones News/ 
Retrieval Service. Programs require 
IBM or compatible with 256K RAM.
Updated modular program. Requires 
IBM PC or compatible.
Income Tax Planning Software
BNA Income Tax BNA Software 
Spreadsheet 231 25th St., N.W.
BNA Income Tax Washington, D.C. 20037 
Spreadsheet (800) 372-1033 
with 50
State Planner
Provides income tax projection for 7 
years or 7 cases. Handles AMT, pas­
sive activities, lump sums, and 
minors' tax calculations. Requires 
IBM PC or P/S 2 or compatible with 
512K RAM.
CPAids Tax 
Planner
CPAid, Inc.
1061 Fraternity Circle 
Kent, OH 44240
(216) 678-9015
(800) 227-2437
$300
EZ Tax-Plan 
Personal 
Edition
EZ Ware Corp. $95
29 Bala Ave., Suite 206 
Bala Cynwyd, PA 19004 
(800) 543-1040 
(215) 667-4064
Financier Tax Financial Software $99.95
Series 3 Kane Industrial Drive 
P.O. Box 558, Suite 1 
Hudson, MA 01749 
(617) 568-0374
Four-year projections for up to four 
alternatives. Handles planning for 
AMT, passive losses, lump sum distri­
butions, charitable contributions and 
minors' tax. Requires IBM PC or com­
patible.
Compares actual deductions to average 
deductions for a comparable income 
level. Computes passive loss limita­
tions and AMT. Requires IBM PC with 
Lotus 1-2-3 or Multiplan or Macintosh 
with 512K and Excel spreadsheet.
Software for tax planning. Requires 
IBM PC or compatible, DEC Rainbow, 
Wang PC, or TI Professional.
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$495/With 
State Planner 
$890
Risk Management Software
MacInTax Tax 
View Planner
Softview, Inc.
4820 Adohr Lane, Suite F 
Camarillo, CA 93010 
(800) 622-6829
MacInTax: 
$119 first 
year, $35 
succeeding 
years. Tax 
View Planner: 
$59
MacInTax: Compliance program that 
interfaces with spreadsheets, data­
bases and accounting programs. 
Tax View Planner: Adds planning 
capabilities, 5-year projections and 
"what if" scenarios. Requires 
Macintosh with 512K RAM, Apple II GS 
with 768K RAM or 1.2mb hard disk, or 
IBM PC with 640K RAM.
Money Tree Tax 
Planning
Money Tree Software 
1753 Wooded Knolls Drive 
Suite 200
Philomath, OR 97370 
(503) 929-2140
$250/$75 Lotus templates for income and estate 
tax planning. Requires IBM or 
compatible with 10mb hard disk and 
640K RAM and Lotus 1-2-3 software.
Planmode Sawhney Software
888 Seventh Avenue
New York, NY 10106 
(215) 541-8020
$395/$175 
after first 
year
Handles ten alternatives simulta­
neously with some compatible state 
tax planning software. Requires IBM 
PC or compatible with 512K RAM.
Professional 
Tax Planner
Aardvark/McGraw-Hi11 
1020 N. Broadway 
Milwaukee, WI 53202 
(414) 225-7500
$395 Computes 5 alternative situations or 
5-year tax projections. Adjusts for 
tax Indexing and inflation. State 
programs available. Requires CP/M 
with 64K RAM or IBM PC or compatible 
with 256K RAM.
Ryan Income 
Tax
Ryan Software, Inc. 
901 North Broadway 
North White Plains,
NY 10603
(800) 447-8338
$295/$98 Three-year tax projections including 
AMT and passive activities. Menu- 
driven software that requires IBM PC 
or compatible with 512K RAM and Lotus 
1-2-3 software, version 2.0 or 
higher.
Shorttax + 
Plus
Syntax Corporation
4500 W. 72nd Terrace
Prairie Village, KS 66208 
(913) 362-9667
$395 Comprehensive income tax planning 
program. Requires IBM PC or com­
patible or CP/M 80 system.
TaxCalc TaxCalc Software, Inc. 
4210 West Vickery Blvd. 
Fort Worth, TX 76107 
(817) 738-3122
$250 Template program. Handles 12 alter­
natives simultaneously. Permits cus­
tomized output. Used with Lotus 
1-2-3, Symphony, or Super Calc. Re­
quires IBM PC or compatible.
Taxmode Sawhney Software
888 Seventh Avenue 
New York, NY 10106 
(215) 541-8020
$295/$125 
after first 
year
Program includes on-screen presen­
tation of results. Requires PC-DOS 
or MS-DOS with 256K RAM.
Family Income 
Continuation 
Plan
Benefit Analysis, Inc. 
996 Old Eagle School 
Road
Wayne, PA 19087
(215) 293-0808
$395 Computes life and disability 
insurance needs. Requires 64K CP/M 
or 128K PC-DOS or MS-DOS.
LIFE Goals S.M.M. Software, Inc.
10180 S.W. Nimbus
Suite J-5
Portland, OR 97223 
(503) 620-8284
$695 Determines life insurance needs and 
analyzes equity goals. Requires IBM 
PC or compatible.
Moneytree 
Planning
Money Tree Software 
1753 Wooded Knolls Dr. 
Suite 200
Philomath, OR 97370 
(503) 929-2140
$500/$100 Ten Lotus templates. Insurance anal­
ysis, as well as education funding, 
retirement, net worth statement, and 
asset diversification analysis. 
Requires IBM PC or compatible with 
10mb hard disk and 640K RAM and Lotus 
1-2-3 software.
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Investment Planning Software
BNA Real Estate BNA Software 
Investment 231 25th St., N.W. 
Spreadsheet Washington, D.C. 20037 
(800) 372-1033
Shows cash flow, rates of return, and 
tax consequences of purchasing, 
holding and selling real estate. 
Calculates depreciation loan amor­
tization, and passive activity limi­
tations. Requires IBM PC XT/AT or 
PS/2 or compatible with 320K RAM.
CompuTrac 
Intra Day 
Analyst
CompuTrac
1017 Pleasant Street 
New Orleans, LA 70115 
(504) 895-1474
(800) 535-7990
CompuTrac: Graphic, historical 
technical analysis of stocks, 
futures, cash markets.
Intra Day Analyst: Graphic, real­
time technical analysis of stocks, 
futures, and options. IBM XT, AT, or 
PS/2 with 640K RAM and color graphics 
card IBM CGA or EGA.
Investment 
Oriented 
Statistical 
Software 
Package
Programmed Press 
2301 Baylis Avenue 
Elmont, NY 11003
Analysis of stocks, options, commodi­
ties, futures, and foreign exchange. 
Requires IBM PC, Apple, or Sanyo PC.
Money Tree Money Tree Software
Investment 1753 Wooded Knolls Dr.
Products Suite 200
Money Tree Philomath, OR 97370
Planning (503) 929-2140
Ryan Invest­
ment Planner
Ryan Software, Inc. 
901 North Broadway 
North White Plains,
NY 10603
(800) 447-8338
Investment Products: Nine Lotus 
templates provide portfolio charac­
teristics analysis; before and after 
tax projections of IRA, Keogh, and 
401(k) plans. Requires IBM PC or 
compatible with 10mb hard disk and 
640K RAM and Lotus 1-2-3 software. 
Planning: See description under 
heading for risk management software.
Five year projections of generic or 
specific investment decisions.
Provides a worst-case scenario. Com­
pares graphically equity investments 
to fixed income investments. Menu- 
driven. Requires IBM PC with 512K 
RAM and Lotus 1-2-3 software.
Tax Shelter/ 
Investment 
Planner
Aardvark/McGraw Hill 
1020 N. Broadway 
Milwaukee, WI 53202 
(414) 225-7500
$395
Technical
Investor 
Fundamental
Investor
Savant Corporation 
P.O. Box 440278 
Houston, TX 77244 
(713) 556-8363 
(800) 231-9900
$395 each
Combines investment analysis and tax 
planning to evaluate proposed invest­
ments. Requires PC-DOS or MS-DOS and 
256K RAM.
The programs use an integrated data 
base. One provides technical analy­
sis, the other fundamental analysis. 
Requires IBM PC XT or AT, or PS/2 
with 320K RAM and CGA, EGA, or VGA 
graphics adapters.
Education Funding Software
Financial 
Planning 
Tool Kit
Financial Data Corp. 
P.O. Box 1332 
Bryn Mawr, PA 19010 
(800) 392-6900
$160 For description, see listing under 
retirement planning software.
Money Tree 
Planning
Money Tree Software 
1753 Wooded Knolls Dr. 
Suite 200
Philomath, OR 97370 
(503) 929-2140
$500/$100 For description, see listing under 
risk management software.
Personal 
Financial 
Planner
Randle, Coray & Associates 
P.O. Box 1228
Utah State University
Post Office
Logan, UT 84322
(801) 753-5681
$249 For description, see listing under 
risk management software.
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$595 includ­
ing first year 
maintenance/ 
varies
CompuTrac: 
$l,900/$300 
Intra Day
Analyst: 
$l,600/$250
$120
Investment 
products: 
$400/$75 
Planning: 
$500/$100
$249/$83
Retirement Planning Software
Financial 
Planning 
Tool Kit
Financial Data Corp. $160 
P.O. Box 1332
Bryn Mawr, PA 19010
(800) 392-6900
Money Tree 
Retireinent 
Solutions
Money Tree Software $195/$50
1753 Wooded Knolls Dr.
Suite 200
Philomath, OR 97370
(503) 929-2140
Penpre Benefit Analysis, Inc. $700 -
996 Old Eagle School Road $1,400 
Suite 1105
Wayne, PA 19087
(800) 223-3601
Templates for retirement analysis, 
social security benefits, budgeting, 
insurance, and education funding. 
Requires IBM PC or compatible and 
Lotus 1-2-3 software.
Six Lotus templates. Provides 
retirement capital projection, lump 
sum distribution analysis for 5-and 
10-year averaging, and IRA rollovers. 
Requires IBM PC or compatible with 
10mb hard disk and 640K RAM and Lotus 
1-2-3 software.
Software for designing and comparing 
qualified plans. Requires IBM PC or 
compatible or CP/M 80.
PIA 
Calculation 
Program (1988 
Version)
PIA Calculation Program Free 
Room 4N29, Link Building 
Baltimore, MD 21235
(301) 965-3014
Ryan
Retirement
Ryan Software, Inc. 
901 North Broadway 
North White Plains,
NY 10603
(800) 447-8338
$295/$98
Menu-driven program for determining 
social security benefits and family 
benefit on death or disability. 
Permits assumptions about future 
social security benefits. To receive 
copy, send a formatted 5 1/4 inch 
diskette and a self-addressed, 
stamped diskette mailer.
Projects cashflows for 16 years, in­
cluding pre-retirement, post retire­
ment, and death of retiree. Computes 
all tax options. Compares 5- and 10- 
year averaging for lump sum distribu­
tions. Menu-driven program.
Requires IBM PC or compatible with 
640K RAM and Lotus 1-2-3 software.
Estate Tax and Planning Software
BNA Estate Tax 
Spreadsheet
Federal and 50 states estate tax pro­
jections for 3 family or 6 single 
decedent scenarios. Calculates 
interrelated marital and charitable 
deductions. Requires IBM PC XT/AT or 
PS/2 or compatible with 320K RAM.
E Plan
EstateCalc 
Plus
Financial Technologies 
International, Inc.
1 World Trade Center 
46th Floor
New York, NY 10048 
(212) 912-6300
$l,400/$300 Interrelated calculations including 
marital and charitable deductions, 
split interest trusts, tax apportion­
ments. Computes administration ex­
penses. Reports show current 
holdings, disposition of assets and 
liquidity and tax analyses. Eight 
states. Requires IBM PC or com­
patible with 256K RAM.
Synaptic Software 
5628 Linden Circle 
Johnston, IA 50131 
(515) 225-7144
$895 Interrelated calculations including 
death taxes for all states. Provides 
computations for capital needs analy­
sis, special use valuation, and Sec. 
6166 installment payments. Requires 
IBM PC or compatible.
Estate Tax 
Planner
Aardvark/McGraw Hill 
1020 N. Broadway 
Milwaukee, WI 53202 
(414) 225-7500
$795/$100 first Includes interrelated calculations 
year, thereafter for marital charitable deductions, 
$225 a year Section 6161, Section 6166, Section 
303, and Section 2032A. Handles 
charitable trusts. Provides present 
value analysis and distribution anal­
ysis. Requires IBM PC or compatible 
and 512K RAM.
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$995/includes 
first year
BNA Software
231 25th St., N.W.
Washington, D.C. 20037 
(800) 372-1033
$99
Estate Tax TaxCalc Software, Inc. $100
Planner 4210 West Vickery Blvd. 
Fort Worth, TX 76107 
(817) 738-3122
Estax
Templates for Lotus 1-2-3, Symphony, 
SuperCalc, and others. Requires IBM 
PC or compatible.
Professional Data Corp. 
6449 Goldbranch Road 
Columbia, SC 29206 
(806) 771-8880
Produces 25 different printed re­
ports. Requires IBM PC XT or AT or 
compatible.
Family Asset Benefit Analysis, Inc. $950 to
Distribution 85 Old Eagle School Rd. $2,500
Plan Wayne, PA 19087
(800) 223-3601
(215) 293-0808
Number
Cruncher-1
Financial Data, Inc. 
Box 1332
Bryn Mawr, PA 19010 
(215) 525-6957 
(800) 392-6900
$160
Two versions and six options include 
a detailed financial projection for 
surviving spouse and family. 
Performs interrelated calculations 
including state death taxes, Section 
303 redemptions, and Section 6166 
installment payments. Requires IBM 
PC or compatible with 140K RAM.
Estate planning and financial 
planning templates for Lotus 1-2-3. 
Requires IBM PC or compatible with 
140K RAM.
Ryan Estate Ryan Software, Inc. $150
Tax 901 North Broadway 
North White Plains, 
NY 10603
(800) 447-8338
Computes the estate tax consequences 
if the husband dies first and if the 
wife dies first. Adjusts for appre­
ciation and inflation. Calculates 
the effect of leaving residuary 
estate to charity, second-to-die 
insurance, and insurance trusts. 
Includes graphs. Menu-driven 
program. Requires IBM PC or com­
patible with 512K RAM and Lotus 1-2-3 
Software.
Other Personal Financial Planning Software
Brentmark Brentmark Software $199
Charitable P.O. Box 9886
Financial Newark, DE 19714
Planner (302) 366-8160
Charitable 
Scenario 
Philanthro­
pist's 
Supplemental 
Income Plan
Charitable 
Scenario: 
$2,495 
Supplemental 
Income: $475
Financial Syntax Systems, Inc. $75
Analyst 1501 W. Valley Highway N.
Suite 104
Auburn, WA 98001
(206) 833-2525
Calculations for charitable remainder 
and lead unitrusts and annuity 
trusts. Also charitable remainder 
interest in residence. Requires IBM 
PC or compatible with 256K RAM.
Charitable Scenario: Calculations 
for charitable remainder and lead 
unitrusts and annuity trusts and 
pooled income funds.
Supplemental Income: Planning 
program for donors to increase income 
and reduce income and estate taxes. 
Programs require IBM PC or compatible 
with 640K RAM.
Performs seventeen financial calcula­
tions. Requires IBM PC/XT or com­
patible.
Graph pak Financial Data, Inc. 
Box 1332
Bryn Mawr, PA 19010 
(215) 525-6957 
(800) 392-6900
$175
Planned Giving 
Manager
PG Calc Inc.
941 Holyoke Center 
Cambridge, MA 02138 
(617) 497-4970
$2,400
Over 60 possible graphs showing 
financial, insurance, and estate re­
lationships. Requires IBM PC or com­
patible with 256K RAM, graphics card, 
and dot-matrix printer.
Calculations for charitable remainder 
and lead trust deductions, retained 
life estates, and life income com­
parisons. IBM PC or compatible with 
256K RAM or Macintosh with 512K RAM.
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Philanthrotec, Inc.
Two South Executive Park 
6135 Park Road, Suite 109 
Charlotte, NC 28210 
(704) 554-1646
Ryan Ryan Software, Inc. $345/$115
Projections 901 North Broadway
North White Plains,
NY 10603
(800) 447-8338
Provides for nonretirees, 10-year 
cash flow; net worth; tax income; tax 
considering passive activity loss 
limitations, carryovers, and disposi­
tions; effects of education expen­
ditures. Menu-driven. Requires IBM 
PC or compatible with 640K RAM and 
Lotus 1-2-3 Software.
7/88
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Exhibit 1-14UNIT 1 APPENDIX: PERSONAL FINANCIAL PLANNING 
EDUCATIONAL RESOURCES
AICPA PFP Courses
TOPICS GROUP STUDY COURSES SELF-STUDY COURSES
Comprehensive Certificate of The CPA's Role in
Personal Educational Achievement Personal Financial
Financial Program (see p. 1-7) Planning
Planning
—Adding PFP to Your 
Practice 
—Successful Planning 
for Retirement 
—Risk Management and 
Insurance in PFP 
—Personal Financial 
Planning Tax Con­
siderations and 
Strategies 
—Analyses and Role of 
Investments in PFP 
—Helping Your Client 
Set Financial Goals 
—Case Studies in 
Personal Financial 
Planning
Technical Skills 
Development for 
Personal Financial 
Planners
Investments
VIDEO OR COMPUTER 
COURSES
An Integrated 
Approach to Personal 
Financial Planning
CONFERENCES
Personal Fin­
ancial Plan­
ning Division's 
National 
Technical 
Symposium
What a CPA Should 
Know About Invest­
ment Decisions
Retirement 
Planning
Tax and Financial 
Aspects of 
Retirement
Tax and Financial 
Planning for 
Retirement
Estate Basic Concepts in
Planning Estate Planning
Estate and Gift
Taxation
Using Trusts in Estate Planning
Income and Estate
Tax Planning
AICPA Estate 
Planning 
Conference
Estate-Planning 
Workshop
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Tax Planning Practical Tax Con­
siderations for 
Physicians and Dentists
Tax Effective Rollover 
Strategies — Financial 
Planning for Lump-Sum 
Distributions
The 1988 Pension 
Distribution Time
Bomb: Penalties vs. 
Elections
Rollover Strategies 
(Financial Planning 
for Lump-Sum Distri­
butions)
Tax Effective Methods 
for Taking Money Out 
of Closely Held Cor­
porations
Tax Planning for 
Stockholders of 
the Closely Held 
Corporation
Conference on 
Tax Strategies 
for the High 
Income Indivi­
dual
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Institutions Offering PFP Programs
This list is not meant to be all-inclusive. Check educational institutions in
your area for other PFP programs.
Adelphi University
Garden City, NY 11530
(516) 663-1047
The American College
270 Bryn Mawr Avenue
Bryn Mawr, PA 19010
(215) 896-4500
Baylor University
Finance Department
Waco, TX 76798
(817) 755-1211
Boston University/ 
Metropolitan College
755 Commonwealth Avenue
Boston, MA 02215
(617) 353-4496
Brigham Young University
Institute of Business 
Management
School of Management
Provo, UT 84602
(801) 378-4986
Brigham Young University 
Family Science Department 
1000 SWKT
Provo, UT 84602
(801) 378-4065
The College for Financial 
Planning
9725 Hampden Avenue
Suite 200
Denver, CO 80231
(303) 755-7101
Drake University
Finance Department
Aliber Hall
Des Moines, IA 50311
(515) 271-2871
Certified Financial Planner (CFP) 
curriculum
Chartered Financial Consultant (ChFC) 
MS in Financial Services
BBA in Financial Planning
Certificate in Investment Planning
BS in Business Management with a 
concentration in Financial Planning
BS in Family Science, with concentration 
in Family Financial Planning and 
Counseling
Certified Financial Planner (CFP) 
curriculum
CFP Professional Education Program
BSBA in Finance with concentration in 
Personal Financial Planning
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Fairfield University
Center for Financial Studies 
200 Barlow Road
Fairfield, CT 06430 
(203) 255-7936
Certified Financial Planner (CFP) 
curriculum
Georgia State University 
College of Business 
Department of Insurance 
University Plaza 
Atlanta, GA 30303
(404) 658-3840
MS in Personal Financial Planning 
Ph.D. with major in Insurance and 
concentration in Financial Planning
Certified Financial Planner (CFP) 
curriculum
Golden Gate University
536 Mission Street
San Francisco, CA 94105 
(415) 442-7221
MS in Financial Planning
MBA in Finance or Management, with a 
specialization in Financial Planning 
Certified Financial Planner (CFP) 
curriculum
Golden Gate University
818 West 7th Street 
Suite 1001
Los Angeles, CA 90017 
(213) 623-6000
Same as Golden Gate University, San 
Francisco
715 North Avenue
New Rochelle, NY 10801 
(914) 633-2590
Iona College
Department of Continuing 
Education
Certificate in Financial Management 
Certified Financial Planner (CFP) 
curriculum
6301 Kirkwood Blvd., S.W. 
P.O. Box 2068
Cedar Rapids, IA 52406 
(319) 398-5411
Kirkwood Community College Money Management Adviser
Metropolitan State College 
Department of Finance 
1106 11th Street
P.O. Box 13
Denver, CO 80204 
(303)556-3747
BS in Business with a major in Finance 
Certified Financial Planner (CFP) 
curriculum
Oakland, MI 48063 
(313) 370-3539
Oakland University 
Division of Continuing 
Education
Certified Financial Planner (CFP) 
curriculum
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Norfolk, VA 23508 
(804) 440-3516
Old Dominion University 
College of Business & 
Public Administration
Certificate in Professional Financial 
Planning
West Lafayette, IN 47907 
(317) 494-8292
Purdue University 
Department of Consumer
Sciences and Retailing
BS in Financial Counseling and Planning 
Certified Financial Planner (CFP) 
curriculum
San Diego State University 
Department of Finance 
College of Business 
Administration
3092 Lloyd Street
San Diego, CA 92119
(714) 265-5200
BBA with major in Finance and a 
concentration in Financial Services 
MS in Business Administration with a 
concentration in Financial Services 
Certified Financial Planner (CFP) 
curriculum
Texas Tech University 
School of Home Economics 
P.O. Box 4170
Lubbock, TX 79409
(806) 742-3050
BS, MS in Family Financial Planning 
Certified Financial Planner (CFP) 
curriculum
University of California 
2223 Fulton Street 
Berkeley, CA 94720 
(415) 642-4231
Professional Certificate in Personal 
Financial Planning
University of Dallas
Graduate School of Management
Irving, TX 75062
(214) 721-5063
MBA in Financial Planning Services 
Certified Financial Planner (CFP) 
curriculum
University of Houston
Management Development Center 
4800 Calhoun
Houston, TX 77004
(713) 749-4176
Certified Financial Planner (CFP) 
curriculum
University of Missouri
Department of Family Economics 
and Management
238 Stanley Hall
Columbia, MO 65211
(314) 882-7836
BS, MS, Ph.D. in Family and Consumer 
Economics with a concentration in 
Personal Financial Management 
Services
University of Sarasota 
2080 Ringling Boulevard 
Sarasota, FL 33577 
(813) 955-4228
BA in Business Administration with major 
in Financial Planning
MA in Business Administration with major 
in Financial Planning
7/88
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Marketing Personal Financial Planning Services
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I. THE MARKETING CONCEPT
CPAs are uniquely positioned to provide expert personal financial planning 
services. A Lou Harris survey revealed that a sample of the general public 
and eleven specially targeted, knowledgeable groups rated CPAs highly in 
qualities important for personal financial planners. CPAs were ranked at or 
near the top of twelve professional and occupational groups for ethics and 
morality; their competence, reliability, and objectivity were also widely 
recognized. Such public confidence makes CPAs strategically advantaged among 
personal financial planners.
In order to derive full benefit from their advantaged position, however, CPAs 
need to overcome their traditional reluctance to market their services. 
Personal financial planning is a competitive field. A CPA firm that offers 
PFP competes with banks, brokerage houses, and insurance agencies, as well as 
with other CPA firms. Thus, a successful marketing strategy is essential. 
Traditionally, CPAs have questioned whether the goals and methods of marketing 
can be reconciled with those of a professional; but, when marketing is prop­
erly understood and implemented, the conflict between professionalism and the 
marketing concept disappears. The primary goal of professionals is to satisfy 
the needs of their clients. Marketing is defined as a business activity 
directed at satisfying needs and desires in an exchange process. Marketing 
can therefore be a tool for achieving professional goals.
The marketing concept should enable a firm not only to be more profitable but 
also to better serve its clients’ needs. It should therefore have three 
characteristics: client orientation, an integrated firmwide effort, and profit­
ability.
Client Orientation
The marketing concept identifies and satisfies client needs. The firm’s 
marketing efforts are essentially efforts to conceive of, structure, develop, 
and communicate services that will attract and satisfy clients. To achieve 
client-oriented PFP, CPAs need excellent listening skills; to provide the ser­
vices that clients want and need, CPAs must be sensitive to what their clients 
are telling them, rather than giving clients what the CPAs think they need.
The method of delivering PFP should also be client-oriented. The final report 
should be streamlined, not voluminous. It should be focused, making it as 
easy as possible for the client to carry out the essential elements of the 
personal financial plan. That may require providing the client with a summary 
of the plan recommendations in addition to the more lengthy report.
A successful engagement will result in a continuing relationship between the 
CPA and client. As the client’s situation changes, the plan can be updated.
Integrated Firmwide Effort
For client orientation to succeed, the focus must be outward on the client 
rather than inward on the internal activities of the firm. The implementation 
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of that idea requires a firmwide integrated effort, beginning with top manage­
ment and continued down through all levels of responsibility. Cooperation 
within and among all departments is crucial. Departments should be guided by 
what customers want and what the firm can deliver, rather than by what the 
various departments would like to do.
Profitability
Because the ultimate goal of profit-making enterprises is survival, they must 
have a profit motive, which involves proper pricing of the services and the 
prompt billing and collection of fees. If client satisfaction is achieved, 
the quest for profit will be much easier to attain. The implementation of the 
marketing concept may require a change in management attitudes, a change in 
the firm’s organizational structure, and a change in its management methods 
and procedures.
Implementing the Marketing Concept
Organizational goals, the marketing concept tells us, are achieved by 
determining and satisfying needs and desires of target markets more 
effectively and efficiently than competitors. A firm competes successfully in 
the marketplace by efficiently and effectively satisfying client needs. The 
marketing process identifies four steps required for successful marketing:
1. Analyzing market opportunities
2. Selecting target markets
3. Developing a marketing mix
4. Managing the marketing effort
II. ANALYZING MARKET OPPORTUNITIES
The marketing process requires a firm to analyze the market for a potential 
new service, such as enhanced PFP. Before deciding to expand PFP services, 
however, a firm should determine the PFP needs of clients and nonclients and 
the extent to which competitors are meeting those needs. Client needs may be 
the easiest and most important market to study. Partners should review their 
client lists for prospective PFP clients, such as wealthy clients, clients in 
higher tax brackets, clients with undiversified investments or no retirement 
plan, upwardly mobile executives, and clients with potential estate tax 
problems. The possibility of attracting nonclients can be explored with other 
professionals, such as bank trust officers and lawyers. Local demographics 
are important. Does the area have a large number of residents who need and 
will be able to afford PFP? Competitors*  products can be researched to deter­
mine the extent to which the local market is satisfied. Banks and brokerage 
firms can be contacted. State society meetings provide an opportunity to 
discuss what other firms are doing in PFP. Note, however, that CPAs who hold 
themselves out to the public as personal financial planners should investigate 
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applicable state regulations. They should also be familiar with the require­
ments of the Investment Advisers Act of 1940, which are discussed in PFP 
Practice Aid 1, Issues Involving Registration Under the Investment Advisers 
Act of 1940.
III. SELECTING TARGET MARKETS
Before developing their product and planning a promotion program, firms need 
to determine their target market. Evidence suggests that firms have more 
success targeting and serving a single market segment. To illustrate: CPAs 
may target the upper end of the market by defining their market as family 
units with, perhaps, incomes over $100,000 or net worths over $500,000.
A firm’s client base will probably determine its target market. If an analy­
sis reveals that most potential PFP clients have $40,000 to $60,000 incomes, 
the firm might need a more cost-effective method of providing PFP services. A 
comprehensive engagement developed by stringing together a series of segmented 
planning engagements might be the ideal product to offer.
Firms invest staff time and resources in developing the expertise and 
procedures for delivering PFP services. The way to maximize that investment, 
some firms believe, is to segment the potential market, then to provide cost- 
effective services to several segments. Initially, a firm may target a single 
segment while developing other PFP packages to meet the needs of additional 
segments.
Possible segments include —
o Clients with incomes below $50,000.
o Middle management.
o Young, upwardly mobile executives.
o Professionals and executives.
o Retirees.
IV. DEVELOPING A MARKETING MIX
After targeting its market, a firm organizes an interrelated group of 
marketing variables to achieve the results it wants from that market. The 
variables are marketing’s four P’s: product, price, place, and promotion.
Product
Service is a CPA’s product. A firm should design PFP services that meet the 
needs of its targeted market yet are cost-effective, affordable, and com­
petitive. Acquiring resources and developing procedures to produce several 
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thousand-dollar comprehensive plans may enable a firm to produce an excellent 
product. If such services do not fit the firm’s market, however, it should 
consider other options. Personal financial plans come in a variety of other 
packages. However, designing one to meet a particular market segment may take 
some ingenuity.
PFP services provided in conjunction with consultation engagements include —
o Do-it-yourself packages of instructions, worksheets, and home-computer 
software suggestions.
o A series of workshops to guide clients through a do-it-yourself 
planning process.
o Computer-assisted plans with incremental pricing. The client receives 
a basic plan with limited consultation. After reviewing the plan, the 
client may extend the consultation into a segmented planning engagement 
in areas of special interest.
Another way to meet clients’ resistance to comprehensive PFP fees is to offer 
segmented planning engagements, limiting the in-depth analysis to PFP areas of 
special interest to the client. Comprehensive PFP can also be performed over 
an extended period of time as a series of segmented planning engagements.
Those methods of providing PFP services vary not only in price but also in the 
amount of required client time and CPA involvement. Consequently, market 
segments might be attracted to those various packages as follows:
Incomes less than $50,000 Consultations
Middle management Consultations
Young, upwardly mobile executives Consultations or segmented
planning engagements
Professionals and executives Segmented planning or
comprehensive engagements
Price
To be competitive and yet to realize at least standard rates, firms need to be 
organized and efficient in their delivery of PFP services. Past experience is 
not a sufficient basis on which to determine price. An efficient delivery 
process is needed. Questionnaires, software, worksheets, and checklists used 
in the development of a plan should be carefully selected and interrelated to 
maximize staff time in organizing and analyzing the data, developing recommen­
dations, and drafting the final report.
Once an efficient delivery system is designed for each PFP package offered,  
the price can be determined by scheduling the staff time required for each 
step in the process. The firm can then calculate its regular price for that 
level of service by multiplying the staff time by the firm’s standard rates 
for the applicable staff positions. The following chart illustrates the time 
development of three computer-assisted PFP engagements.
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Exhibit 2-1
Time Development of Computer-assisted PFP Engagements
Consultation 
Hours
Segmented 
Planning 
Hours
Comprehensive 
Engagement
Hours
Engagement Planning (partner) —— 0.5 1.0
Client interview (partner) 1.0 1.0 2.0
Questionnaire preparation (senior) client 1.5 4.0
Questionnaire review (senior) .5 —
Computer input (paraprofessional) 1.0 1.0 1.0
Analysis of computer output (senior) 2.0 1.5 4.0
Develop recommendations (partner) 1.0 2.0 8.0
Draft report (partner) — 1.5 4.0
Review draft with client (partner) — — 1.0
Finalize report (partner) — — 2.0
Word processing (word processor) 2.0 3.0 8.0
Final interview with client (partner) 1.0 1.0 2.0
Implementation (partner) 1.0 4.0
2-9
While discussing the recommendations of a consultation engagement, the client 
may see the value of more detailed segmented planning in areas of special con­
cern, such as tax reduction or retirement planning. Segmented planning 
clients may also see the advantages of segmented planning in other PFP areas 
while reviewing the recommendations of the original engagement. Additional 
fees for the extra work can then be discussed. Consultation and segmented 
planning engagements have the advantage of low initial fees to get the pro­
cess started; then clients can choose areas in which additional planning would 
be beneficial. In contrast, the firm’s standard budget for a comprehensive 
plan may be several thousand dollars.
Place
With a little imagination, firms can make their PFP services more accessible 
and available to the target market. Do-it-yourself workshops can be scheduled 
for nights or weekends when both spouses are available. Many corporations 
offer PFP as a benefit to executives. Firms should discuss their PFP services 
with corporate officers and offer to provide the services at the corporate 
site. Do-it-yourself workshops for employees could also be scheduled on site.
Promotion
No matter how expert the services are, or how well-priced or convenient they 
are, if the target market is not aware of their benefits and existence, the 
services will not be used. Promotion, therefore, is essentially com­
munication.
A natural starting point for offering PFP services is the existing client 
base. CPAs should promote PFP services with their clients. The entire pro­
fessional staff should seek out client situations that indicate a desire or 
need for PFP, such as undiversified investments, a lack of retirement plans, 
and tax-planning possibilities. Discussing PFP services with other pro­
fessionals, such as lawyers and bankers, can lead to later referrals. Other 
communication methods include brochures, seminars, speaking engagements, and 
newspaper or magazine articles. (Those methods are discussed in section VI.)
Surveys indicate that the public trusts CPAs more than it does other planners. 
In promoting their fee-only services, CPAs should therefore stress that they 
bring independence, objectivity, and the integrity of a professional to the 
process. In developing recommendations, they will not have the potential 
conflict of interest that a product-selling planner has.
All people experience major events that change their PFP needs — events such 
as marriages, divorces, births, illnesses, disabilities, disasters, retire­
ment, and deaths. CPAs can demonstrate the benefits of PFP by explaining to 
clients how PFP can make major events more manageable or tolerable.
V. MANAGING THE MARKETING EFFORT
Firms need to organize and manage their marketing efforts. Annual marketing 
plans provide organization. They should be explicit, specifying the target 
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market and how the firm will differentiate its PFP services from others. The 
goals should be outlined, such as the number of plans to be sold and the 
dollar volume of PFP services.
Plans should also specify —
o Tactics for implementing the plan.
o The method for measuring performance.
o Ways to determine the causes of gaps between planned and actual 
results.
o That corrective action should be taken to close gaps.
VI. IMPLEMENTING THE MARKETING PLAN
In developing and carrying out their marketing plan, firms can consider using 
a mix of the following promotional tactics.
Direct Approach
CPA firms have built-in clienteles. Before contacting clients, however, 
accountants should determine the benefits of PFP for each client. Methods of 
communicating the firm’s PFP services to clients include —
o Discussing them with clients when they bring in their tax return data.
o Developing a telephone call into an office visit in which the original 
query is discussed in terms of broader PFP services.
o Sending the firm’s PFP brochure along with clients’ completed tax 
returns.
o Having all partners review their client lists for good prospects for 
PFP services.
Brochures
Attractive and informative brochures are another way to communicate PFP 
services. A good brochure meets the AIDA criteria:
o Get Attention
o Hold Interest
o Create Desire
o Result in Action
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Brochures should be attractive, direct, and clear presentations of the firm’s 
expertise and credentials. They can be handed to clients or placed promi­
nently on a desk or in a reception area. They are also good inserts for semi­
nar material. (The Appendix to this unit contains illustrative brochures.)
Seminars
Seminars have proven to be an excellent way to communicate the benefits of PFP 
services to selected client and nonclient segments. However, the development 
and preparation time for the first seminar can be extensive. That cost is 
more manageable if split among several seminars. The cost can be reduced by 
using a published seminar script, such as one of the following: James 
Wilson’s The CPA’s Guide to Financial Planning, Mayer Hoffman McCann’s 
Personal Financial Planning Seminar Workshop, McMahon, Hartman, Amundson & 
Co.’s Journey Personal Financial Planning Workshop, or LINC, Incorporated’s 
PFP Workshop.
In planning a seminar, carefully select the date, place, and time of day. 
Determine that the seminar date does not conflict with local community 
affairs. In selecting the time, consider the characteristics of the intended 
audience. The location should be central, attractive, and have good parking.
The firm’s expertise will help determine the theme of the seminar. A catchy 
title arouses participants’ interest. Publicity should start early and 
include written invitations with reservation cards. Spouses should also be 
invited; they often act as a catalyst to produce action. A week or so before 
the seminar, a secretary can confirm the reservations by phone and check with 
those who did not respond.
A successful seminar includes information that is valuable to participants. 
They should feel their time has not been wasted. Participants should learn 
more about the firm. Distributing material to participants, such as the semi­
nar outline and supporting schedules, makes a favorable impression and conveys 
the idea that the session will be a learning experience.
A seminar is successful only if its participants are motivated to act. A 
motivating quiz at the end of the session is a useful sales-closing technique. 
The questions should establish a need, as do the following questions:
o Is your investment strategy appropriate for your financial goals?
o Considering your resources, have you established financial goals that 
are realistic?
o Are you utilizing the best techniques to minimize income and estate 
taxes?
Participants are asked to answer the questions. A card requesting an appointment 
should be included with the seminar material distributed. Participants are 
requested to fill out the card if they desire an appointment. A few days 
after the seminar, attendees requesting appointments should be called. Those 
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procedures can result in a majority of the seminar participants becoming PFP 
clients.
In summary, seminars are valuable because they —
o Are an effective and economical way to spread information about the 
firm’s capabilities in particular practice areas.
o Introduce some of the firm’s professional talent.
o Motivate participants to action.
o Promote internal expansion.
o Promote a feeling of goodwill between participants and the firm.
Other Speaking and Writing Opportunities
Countless opportunities exist to write articles and give speeches on personal 
financial planning. Such opportunities should be sought out. They help 
establish the CPA’s expertise and provide an opportunity to familiarize the 
audience with the firm’s name and capabilities.
The acrostic ”A PIE” is useful to remember for successful speaking engagements.
A - ATTITUDE. The success of a presentation depends on the attitude of 
the speaker towards the preparation and the audience.
P - PREPARATION. Adequate preparation is essential. The speaker should 
be knowledgeable and the material should be logically organized.
I - INNOVATION. Add interest and color to the presentation by using 
slides, blackboards, slogans, real-life examples, case studies, and 
outlines.
E - ENTHUSIASM. Project an enthusiasm for your subject and for the 
audience.
Newsletters
Many firms use PFP articles in their firm newsletters to inform their clients 
about the PFP services they provide. (Several newsletters are included in the 
Appendix to this unit.)
Advertising
Many CPAs believe advertising is not an effective method of promoting their 
PFP services. CPAs who do advertise should determine whether state regula­
tions apply to CPAs holding themselves out to the public as personal financial 
planners. They should also consider whether regulated investment adviser 
requirements apply.
2-13
The AICPA PFP division has a public relations program that promotes the inde­
pendence, objectivity, integrity, and competence of CPAs providing PFP ser­
vices.
VII. SUMMARY
CPAs have been thrust into the marketing arena and their future profitability 
depends on how they act. Competition is keen. Many CPAs are uncomfortable in 
an aggressive marketing environment. Those who implement a client-oriented 
marketing concept, however, can compete in the marketplace honestly, cost- 
effectively, and aggressively. The marketing concept can be implemented with 
good taste and good business sense. It is possible for CPAs to have a 
marketing strategy that is consistent with the new aggressive environment and 
at the same time maintain a sense of propriety.
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UNIT 2 APPENDIX: PERSONAL FINANCIAL PLANNING 
MARKETING TOOLS
This appendix includes examples of PFP marketing tools developed by CPA firms 
and the AICPA.
o Exhibits 2-2 and 2-3 are PFP articles written by CPAs for business 
periodicals.
o Exhibits 2-4 through 2-7 are copies of PFP brochures prepared for 
distribution to potential PFP clients or seminar attendees.
o Exhibits 2-8 through 2-11 are newsletters with PFP articles developed 
for client distribution to inform the firms’ clients about the PFP 
services they offer.
o Exhibit 2-12 is an illustrative press release. Similar press releases 
can be developed to announce that a member of the firm has received a 
committee appointment, attended a committee meeting or a national PFP 
conference, and so forth.
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Exhibit 2-5
A GUIDE TO UNDERSTANDING 
AND USING CPA SERVICES
The CPA as
Personal 
Financial 
Planner
Most people know they can turn to a 
certified public accountant (CPA) to complete 
their tax forms, to audit their small businesses 
if they need bank loans or to explain the tax 
implications of trusts and estates. In addition, 
as personal financial planners, CPAs can help 
you make an investment in your future.
Personal financial planning is important to 
individuals at all income levels. Faced with 
ever-changing and more complicated tax laws, 
rising and falling inflation rates and an 
explosion of investment opportunities, many 
individuals are finding that the expertise of a 
CPA can help them make the most of their 
money.
CPAs can guide you through the maze of 
investment opportunities—money market funds, 
stock funds, certificates of deposit, bonds, tax 
shelters and many others. They can forecast 
the tax consequences of each kind of 
investment, working to help you meet your 
personal financial goals. Even if you feel your 
nest egg is small, a CPA can help you make it 
grow and preserve it despite taxes and 
inflation.
Many forces at work in the American 
economy affect your savings, working capital 
and investments. Without financial planning, 
you could miss opportunities to make your 
money grow—or see your investment income 
slashed by unnecessary taxes.
How can CPAs help?
CPAs can analyze your total financial and tax 
position and help you identify financial objectives. 
They can take all of the components of your 
financial picture into account, with a goal of 
targeting ways to help you make your assets, 
savings and investments grow at a rate that 
outpaces inflation. CPAs can plan for deferrals 
and reductions to minimize your tax burden, 
explain appropriate investment alternatives and 
help you build and diversify your assets.
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By professionally assessing your financial goals, 
assets, liabilities and income, CPAs can help you 
plan for your retirement. They can:
• Suggest levels of contributions to individual 
retirement accounts (IRAs) and Keogh plans.
• Evaluate your pension plan and project benefits 
at likely retirement ages.
• Show you how your employee benefit plan 
might be the biggest source of your retirement 
income.
• Evaluate the adequacy of your life insurance in 
meeting your personal goals for your family.
• Determine the future income needs of your 
family with inflation-adjusted projections.
CPAs are qualified to advise you on the tax 
consequences of your estate plan. They can 
outline the options available in apportioning the 
wealth you’ve accumulated over your lifetime. 
With careful planning, your CPA can help you 
choose the most advantageous alternatives.
As far as investments go, CPAs can help you 
plan the management of your income with a goal 
of maximizing the return on the money you have 
now. They can advise you on investments such as 
bank certificates of deposit, treasury bills and 
notes, money market funds and tax-exempt 
municipal securities. They can let you know when 
tax shelters and real estate investments are 
advisable and can help you to understand the 
investment and tax risks.
Do I need personal 
financial planning?
Personal financial planning is as important to 
individuals with modest incomes as it is to 
wealthy individuals with complicated tax 
situations. Just a few of the many possibilities 
that signal the need for financial planning are:
• You want to plan for your children’s education.
• Your spouse’s paycheck now pushes your family 
income into a higher tax bracket.
• You are concerned about your retirement 
income.
• You are anticipating an inheritance.
• You own a business.
CPAs are aware of different investment 
vehicles and know how to shelter those 
investments from taxation. They are on top of 
changes in the tax laws and can work with you to 
maximize your net worth while providing for 
contingencies.
What information will 
the CPA need?
You should do some homework: be ready to 
provide:
• complete family data
• copies of federal and state tax returns from 
the previous four years
• copies of wills, trust agreements, divorce 
settlements
• lists of assets, including savings and checking 
accounts, stocks, bonds, etc.
• data on real estate owned
• records of personal debts, loans, mortgages, 
etc.
• copies of employment contracts, including 
retirement benefits, profit sharing and 
life/disability plans
• copies of insurance policies, including life, auto 
and homeowner’s
• data on personal property of value
When you need sound financial advice, consult 
a CPA. Together, you can map a course for a 
more secure and profitable financial future.
Prepared by the CPA Communications Council in 
cooperation with the American Institute of Certified 
Public Accountants. ©1984 AICPA, Inc.
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ns
tit
ut
io
ns
, en
tre
pr
en
eu
rs
 an
d 
no
t-f
or
-p
ro
fit
 or
ga
ni
za
tio
ns
.
O
ur
 pr
of
es
sio
na
ls 
be
lo
ng
 to
 th
e I
nt
er
na
tio
na
l 
A
ss
oc
ia
tio
n o
f F
in
an
ci
al
 Pl
an
ne
rs
 an
d s
er
ve
 on
 
ot
he
r s
ta
te
 so
ci
et
ie
s a
nd
 co
m
m
itt
ee
s a
s w
el
l. 
W
hy
? A
lth
ou
gh
 K
M
G
 M
ai
n H
ur
dm
an
 is 
a l
ar
ge
 
or
ga
ni
za
tio
n,
 we
’re
 co
m
pr
ise
d o
f m
an
y c
on
­
ce
rn
ed
 in
di
vi
du
al
s w
ho
 ha
ve
 a 
de
ep
 in
te
re
st i
n 
th
ei
r r
es
pe
ct
iv
e f
ie
ld
s o
f e
xp
er
tis
e. O
ur
 pe
rs
on
al
 
fin
an
ci
al
 pl
an
ne
rs
 ar
e c
om
m
itt
ed
 to
 be
in
g p
ar
t 
of
 th
e l
ea
di
ng
 ed
ge
 of
 th
ei
r in
du
str
y.
 W
hy
? 
Be
ca
us
e w
e k
no
w
 yo
u w
or
k h
ar
d f
or
 yo
ur
 
m
on
ey
 an
d w
e g
en
ui
ne
ly
 be
lie
ve
 yo
u’
re
 en
tit
le
d 
to
 a 
co
m
fo
rta
bl
e, r
el
ax
ed
, w
or
ry
-fr
ee
 lif
e a
s 
yo
ur
 ca
re
er
 re
sp
on
sib
ili
tie
s w
in
d d
ow
n.
 W
e t
ak
e 
a g
re
at
 de
al
 of
 p
er
so
na
l sa
tis
fa
ct
io
n i
n h
el
pi
ng
 
yo
u s
uc
ce
ed
.
. . 
. A
nd
 W
ha
t W
e B
el
ie
ve
 In
: W
e b
el
ie
ve
 in 
pr
ov
id
in
g 
us
ef
ul
 kn
ow
le
dg
e t
hr
ou
gh
 qu
al
ity
 se
rv
ic
e. W
e 
us
e o
ur
 ex
pe
rie
nc
e a
nd
 ex
pe
rti
se
 to
 ad
d v
al
ue
 to
 
yo
ur
 de
ci
sio
n-
m
ak
in
g a
nd
 to
 he
lp
 yo
u d
ea
l e
ffe
c­
tiv
el
y w
ith
 th
e o
pp
or
tu
ni
tie
s a
nd
 pr
ob
le
m
s 
cr
ea
te
d b
y o
ur
 co
ns
ta
nt
ly
 ch
an
gi
ng
 en
vi
ro
nm
en
t.
Fo
r F
ur
th
er
 In
fo
rm
at
io
n.
.. 
ab
ou
t K
M
G
 M
ai
n H
ur
dm
an
 or
 ab
ou
t o
ur
 Pe
r­
so
na
l F
in
an
ci
al
 Pl
an
ni
ng
 Se
rv
ic
es
 G
ro
up
, p
le
as
e 
co
nt
ac
t y
ou
r lo
ca
l o
ffi
ce
.
A
sk
 fo
r t
he
 fo
llo
w
in
g p
ub
lic
at
io
ns
:
• 
Ta
x a
nd
 Pe
rs
on
al
 Fi
na
nc
ia
l P
la
nn
in
g S
er
vi
ce
s
• 
Es
ta
te
 Pl
an
ni
ng
 In
ve
nt
or
y
• 
Ta
x S
av
in
gs
 O
pp
or
tu
ni
tie
s
• 
Co
nc
er
ni
ng
 M
ai
n H
ur
dm
an
• 
K
M
G
 A
cc
ou
nt
an
ts,
 Au
di
to
rs
 an
d A
dv
iso
rs
 to
 
N
at
io
na
l an
d T
ra
ns
na
tio
na
l B
us
in
es
s
pr
of
es
sio
na
ls.
 W
e’l
l lo
ok
 at
 an
y n
ew
 op
po
r­
tu
ni
tie
s t
ha
t a
ris
e a
nd
 pr
oj
ec
t w
ha
t th
e i
m
pa
ct
 
on
 yo
ur
 pl
an
 w
ou
ld
 be
 if 
yo
u c
ho
se
 to
 in
ve
st.
 
Fo
cu
sin
g o
n y
ou
r r
et
ire
m
en
t p
ro
gr
am
s, w
e’l
l 
ta
ke
 a 
re
al
ist
ic
 lo
ok
 at
 th
e o
pt
io
ns
 yo
u m
ig
ht
 
ha
ve
—
K
eo
gh
s (
re
tir
em
en
t p
la
ns
 fo
r t
he
 se
lf-
 
em
pl
oy
ed
), p
en
sio
n p
la
ns
, p
ro
fit
 sh
ar
in
g a
nd
 
IR
A
s—
to
 m
ak
e s
ur
e t
he
y’
re
 ad
eq
ua
te
 to
 pr
ov
id
e 
a w
or
ry
-fr
ee
 re
tir
em
en
t. I
f n
ot
, w
e’l
l w
or
k w
ith
 
yo
u t
o f
ill
 th
e h
ol
es
 in
 yo
ur
 in
co
m
e s
tre
am
, o
r 
pe
rh
ap
s a
dj
us
t y
ou
r g
oa
ls 
ac
co
rd
in
gl
y.
 
Bu
ild
in
g Y
ou
r S
ec
ur
ity
: P
ro
te
ct
in
g Y
ou
 an
d 
Y
ou
r F
am
ily
 No
w
 an
d i
n t
he
 Fu
tu
re
. B
ui
ld
in
g 
yo
ur
 eq
ui
ty
 fo
r t
he
 fu
tu
re
 is 
a c
ru
ci
al
 pa
rt o
f 
so
un
d f
in
an
ci
al
 pl
an
ni
ng
. T
og
et
he
r w
ith
 yo
ur
 at
­
to
rn
ey
 an
d y
ou
r o
th
er
 ad
vi
so
rs
 we
’ll
 wo
rk
 to
 
bu
ild
 yo
ur
 es
ta
te
 an
d p
ro
te
ct
 it 
fro
m
 ta
x 
sh
rin
ka
ge
. Lo
ok
in
g a
t su
ch
 ar
ea
s a
s y
ou
r w
ill
, 
pr
ob
at
e,
 th
e w
ay
s in
 w
hi
ch
 yo
u h
ol
d t
itl
e t
o y
ou
r 
pr
op
er
ty
, an
d t
he
 us
e o
f f
id
uc
ia
ry
 re
la
tio
ns
hi
ps
, 
w
e’l
l m
ak
e r
ec
om
m
en
da
tio
ns
 an
d h
el
p d
es
ig
n a
 
pl
an
 to
 as
su
re
 yo
ur
 pe
ac
e o
f m
in
d.
 W
e'l
l h
el
p 
yo
u a
rra
ng
e f
or
 a 
sm
oo
th
 tra
ns
fe
r o
f y
ou
r a
ss
et
s, 
ac
co
rd
in
g t
o y
ou
r w
ish
es
 an
d w
ith
 su
ffi
ci
en
t li
­
qu
id
ity
 to
 en
su
re
 yo
ur
 fa
m
ily
 a 
co
m
fo
rta
bl
e a
nd
 
se
cu
re
 fu
tu
re
.
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A
ch
ie
vi
ng
 F
in
an
ci
al
 In
de
pe
nd
en
ce
 
A
m
 I 
do
in
g w
ha
t I 
ha
ve
 to
 do
 to
 ge
t w
he
re
 I 
w
an
t to
 go
?
Ev
al
ua
tin
g A
lte
rn
at
iv
es
 
A
m
 I u
sin
g t
he
 rig
ht
 ve
hi
cl
es
 - 
co
m
pa
rin
g 
op
tio
ns
 su
ch
 as
 IR
A
, K
eo
gh
, Q
ua
lif
ie
d P
en
sio
n 
an
d 
Pr
of
it 
Sh
ar
in
g 
Pl
an
s, P
er
so
na
l T
ax
 S
he
lte
rs
, 
et
c. U
sin
g C
om
pa
ny
 B
en
ef
its
 
A
m
 I t
ak
in
g a
dv
an
ta
ge
 of
 th
e o
pp
or
tu
ni
tie
s 
th
ro
ug
h m
y c
om
pa
ny
 to
 pr
ov
id
e b
en
ef
its
 an
d 
ac
qu
ire
 as
se
ts m
os
t e
co
no
m
ic
al
ly
?
C
on
se
rv
in
g A
ss
et
s 
A
re
 m
y 
W
ill
, T
ru
sts
, b
uy
-s
el
l a
gr
ee
m
en
ts 
an
d 
ot
he
r d
oc
um
en
ts d
es
ig
ne
d t
o h
el
p m
e c
on
se
rv
e 
an
d t
ra
ns
fe
r a
ss
et
s e
co
no
m
ic
al
ly
?
W
H
A
T M
A
K
ES
 
  
O
U
R
 W
O
R
K
SH
O
P
  
SP
EC
IA
L?
Ro
vn
er
, Sh
aw
, M
un
af
o &
 Da
lto
n P
er
so
na
l 
Fi
na
nc
ia
l P
la
nn
in
g 
W
or
ks
ho
p 
is 
hi
gh
ly
 in
te
ra
ct
iv
e. 
  The pa
rti
ci
pa
tiv
e e
le
m
en
t i
s p
ro
m
in
en
t. E
ve
ry
on
e 
is g
iv
en
 th
e c
ha
nc
e t
o a
sk
 qu
es
tio
ns
 an
d p
ro
be
 
fu
rth
er
, to
 us
e t
he
 le
ad
er
s’ e
xp
er
ie
nc
es
 an
d 
  backgr
ou
nd
s. P
ar
tic
ip
at
io
ns
 in
 th
e w
or
ks
ho
ps
 
  strongly
 in
vo
lv
e e
ve
ry
on
e i
n a
 m
ea
ni
ng
fu
l w
ay
. 
By
 ta
ki
ng
 a 
to
ta
l v
ie
w
 of
 fi
na
nc
ia
l p
la
nn
in
g,
 
  the wo
rk
sh
op
 co
ns
id
er
s t
he
 im
pa
ct
 of
 d
ec
isi
on
s 
 on all areas of
 p
er
so
na
l f
in
an
ce
s. I
t’s
 a 
co
m
pr
e­
he
ns
iv
e s
ys
te
m
.
Im
pl
em
en
ta
tio
n o
f d
ec
isi
on
s is
 str
es
se
d.
 Pa
r­
tic
ip
an
ts 
ar
e g
iv
en
 gu
id
el
in
es
 fo
r s
el
ec
tin
g a
dv
i­
so
rs
 an
d s
om
e q
ue
sti
on
s t
o a
sk
 be
fo
re
 m
ak
in
g 
  commitm
en
ts.
 T
he
y 
w
ill
 al
so
 le
an
t h
ow
 to
 ef
fe
c­
tiv
el
y i
m
pl
em
en
t d
ec
isi
on
s a
s p
ar
t o
f t
he
 to
ta
l 
 personal fina
nc
ia
l p
la
n.
A
ga
in
, th
e f
oc
us
 is 
in
di
vi
du
al
. A
tte
nt
io
n i
s 
gi
ve
n t
o t
he
 sp
ec
ifi
c n
ee
ds
 of
 th
e p
ar
tic
ip
an
ts,
 
as
 sim
pl
e o
r a
s c
om
pl
ex
 as
 th
ey
 m
ay
 be
.
W
H
A
T 
TH
IS
 W
O
R
K
SH
O
P 
W
IL
L 
D
O
 FO
R
 Y
O
U
Ro
vn
er
, Sh
aw
, M
un
af
o &
 Da
lto
n P
er
so
na
l 
Fi
na
nc
ia
l P
la
nn
in
g w
or
ks
ho
p w
ill
 he
lp
 an
sw
er
 
sp
ec
ifi
c q
ue
sti
on
s a
nd
 so
lv
e s
pe
ci
fic
 pr
ob
le
m
s. 
Se
tti
ng
 Fi
na
nc
ia
l G
oa
ls 
H
ow
 do
 I r
ea
lis
tic
al
ly
 es
ta
bl
ish
 go
al
s w
hi
ch
 
re
fle
ct
 m
y t
ru
e v
al
ue
s a
nd
 ar
e a
ch
ie
va
bl
e w
ith
 
m
y r
es
ou
rc
es
? 
Pr
ot
ec
tin
g I
nc
om
e a
nd
 P
ro
pe
rt
y 
W
he
n d
o I
 ne
ed
 in
su
ra
nc
e a
nd
 ho
w
 ca
n I
 
co
nt
ro
l th
e c
os
t?
R
ed
uc
in
g T
ax
es
 
W
ha
t c
an
 I d
o t
o l
eg
al
ly
 an
d e
ffe
ct
iv
el
y c
ut
 
m
y 
in
co
m
e t
ax
es
 to
da
y 
an
d 
m
in
im
iz
e e
sta
te
 an
d 
gi
ft t
ax
es
 in
 th
e f
ut
ur
e?
 
In
ve
st
in
g S
tr
at
eg
ic
al
ly
 
W
hi
ch
 ty
pe
s o
f i
nv
es
tm
en
ts a
re
 rig
ht
 fo
r m
e 
in
 ac
hi
ev
in
g m
y o
bj
ec
tiv
es
?
Re
pr
in
te
d 
w
ith
 p
er
m
is
si
on
 fr
om
 R
ov
ne
r, 
Sh
aw
, M
un
af
o 
& D
al
to
n.
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Ro
vn
er
, S
ha
w,
 
M
un
af
o 
&
 D
al
to
n 
ce
rti
fie
d 
pu
bl
ic
 ac
co
un
ta
nt
s 
PE
RS
O
NA
L 
FI
NA
NC
IA
L 
PL
AN
NI
NG
 
W
O
R
KS
H
O
P
SC
H
ED
U
LE
 OF 
W
O
R
K
SH
O
PS
A
Tu
es
da
y,
 Ju
ne
 17 
&
 24
, 19
86
 
6:
00
 P.
M
.-9
:3
0 P
.M
.
Po
in
se
tt C
lu
b
B
W
ed
ne
sd
ay
, Se
pt
em
be
r 17
 & 
24
, 19
86
 
6:
00
 P.
M
.-9
:3
0 P
.M
. 
G
re
en
vi
lle
 Ci
ty
 Cl
ub
C
M
on
da
y,
 Ja
nu
ar
y 1
9 &
 26
, 19
87
 
6:
00
 P.
M
.-9
:3
0 P
.M
.
Po
in
se
tt C
lu
b 
Ro
vn
er
, Sh
aw
, 
M
un
af
o 
&
 D
al
to
n 
C
er
tif
ie
d P
ub
lic
 A
cc
ou
nt
an
ts
 
55
5 N
or
th
 Pl
ea
sa
nt
bu
rg
 D
ri
ve
Su
ite
 16
0
G
re
en
vi
lle
, S
ou
th
 C
ar
ol
in
a 2
96
07
 
(8
03
) 2
42
-9
78
6
Y
O
U
R
 W
O
R
K
SH
O
P 
  
LE
A
D
ER
S
Ro
vn
er
, S
ha
w
, M
un
af
o &
 D
al
to
n 
pr
es
en
ts 
th
e 
“P
er
so
na
l F
in
an
ci
al
 Pl
an
ni
ng
 W
or
ks
ho
p”
 as 
pa
rt o
f a
n o
ng
oi
ng
 pr
og
ra
m
 de
sig
ne
d t
o 
an
tic
ip
at
e a
nd
 m
ee
t th
e n
ee
ds
 of
 its
 cli
en
te
le
. 
Ro
vn
er
, Sh
aw
, M
un
af
o &
 Da
lto
n h
as
 be
en
 
pa
rt o
f t
he
 bu
sin
es
s s
ce
ne
 fo
r o
ve
r 10
 ye
ar
s. 
Th
e f
irm
 is
 la
rg
e e
no
ug
h t
o p
ro
vi
de
 cl
ie
nt
s w
ith
 
th
e w
id
es
t ra
ng
e o
f p
ro
fe
ss
io
na
l se
rv
ic
es
 ye
t 
sm
al
l e
no
ug
h t
o p
ro
vi
de
 th
e “
Pe
rs
on
al
 T
ou
ch
.” 
W
e c
on
tin
ue
 to 
be
 ac
tiv
el
y i
nv
ol
ve
d i
n t
he
 
pl
an
ni
ng
 an
d 
m
an
ag
em
en
t o
f o
ur
 cl
ie
nt
s’ 
fin
an
ci
al
 
af
fa
irs
. Fo
llo
w
in
g t
he
 tra
di
tio
n o
f r
es
po
nd
in
g t
o 
cl
ie
nt
s’ n
ee
ds
, w
e n
ow
 of
fe
r in
de
pe
nd
en
t, fe
e-
 
on
ly
 fin
an
ci
al
 pl
an
ni
ng
 in
di
vi
du
al
ly
 ta
ilo
re
d t
o 
ea
ch
 cl
ie
nt
’s s
pe
ci
fic
 re
qu
ire
m
en
ts.
R
EG
IS
TR
A
TI
O
N
 
Th
e c
os
t o
f t
he
 w
or
ks
ho
p,
 co
ns
ist
in
g o
f t
w
o 
th
re
e-
an
d-
on
e-
ha
lf 
ho
ur
 se
ss
io
ns
, is
 $2
60
 fo
r 
yo
ur
se
lf 
an
d y
ou
r s
po
us
e. W
e s
tro
ng
ly
 
en
co
ur
ag
e b
ot
h o
f y
ou
 to
 co
m
e, s
in
ce
 th
e c
on
­
te
nt
 af
fe
ct
s y
ou
r e
nt
ire
 fa
m
ily
. Th
e c
os
t o
f t
he
 
w
or
ks
ho
p 
in
cl
ud
es
 li
gh
t r
ef
re
sh
m
en
ts 
fo
r b
re
ak
s 
as
 we
ll a
s c
ou
rs
e m
at
er
ia
ls.
 Th
e n
um
be
r o
f 
pa
rti
ci
pa
nt
s w
ill
 be
 lim
ite
d a
nd
 ac
ce
pt
ed
 in
 
or
de
r o
f c
om
pl
et
ed
 re
gi
str
at
io
ns
 re
ce
iv
ed
. Th
e 
fe
e i
s re
fu
nd
ab
le
 if 
th
e r
eg
ist
ra
tio
n i
s c
an
ce
lle
d 
se
ve
n d
ay
s p
rio
r to
 th
e w
or
ks
ho
p.
 
Fo
r a
dd
iti
on
al
 in
fo
rm
at
io
n,
 co
nt
ac
t: 
R
ov
ne
r,
 Sh
aw
, M
un
af
o &
 Da
lto
n
(8
03
) 2
42
-9
78
6
Al
l in
fo
rm
at
io
n is
 ke
pt
 str
ic
tly
 co
nf
id
en
tia
l. 
Th
e s
tra
te
gi
es
 an
d n
um
be
rs
 yo
u d
ev
el
op
 ar
e f
or
 yo
ur
 ey
es
 on
ly
.
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DETACH AND MAIL WITH CHECK TO: 
Rovner, Shaw, Munafo & Dalton 
555 North Pleasantburg Drive, Suite 160
Greenville, South Carolina 29607 - (803) 242-978
REGISTRATION
  Please find $260 enclosed for workshop A, B, or C. (See schedule) (Circle your choice)
  Please bill my company.
  I am unable to attend the scheduled sessions but would like to be notified of future workshops.
Your Name__________________________________________ Spouse (if attending)_____________________________
Address______________________________________ City/State______________________________________ Zip____
Occupation: Yours ____________________________________________  Spouse ________________________________
Exhibit 2-8
FISCAL 
FITNESS
building a healthy personal net worth
Planning for Tax Reform
It appears virtually certain that major changes in federal tax law will be voted by Congress this year and that the bill 
recently passed by the Senate provides a 
blueprint for much of what can be expected. 
Despite uncertainty as to the eventual out­
come of deliberations by the House/Sen- 
ate Conference Committee it is still possible 
to plan to minimize personal income taxes 
in 1986 and 1987 using the best information 
presently available.
Major Provisions of the
Senate Bill:
As currently written, the Senate Bill offers 
lower marginal tax rates to individuals and 
corporations. The rate reductions are offset, 
however, by more restrictive provisions in 
other areas. The following are among the 
more important provisions directly affecting 
individuals.
• Two tax rates are established. Taxable 
income below $29,300 ($17,600 single) 
would be taxed at 15% while taxable 
income above that level would be sub­
ject to a 27% rate. Be aware, however, 
that taxpayers with adjusted gross income 
in excess of $75,000 will experience an 
effective marginal tax rate of 32%. The 
reason is that above this level the 15% 
tax bracket is gradually eliminated and 
the personal exemption is phased out
• The long-term capital gains exclusion is 
eliminated. Long-term capital gains would 
be taxed the same as ordinary income.
• Tax shelter losses could be offset only 
against tax shelter income. But up to 
$25,000 in losses from direct participation 
real estate could offset other income for 
individuals with income less than 
$100,000. The amount is reduced to
Kraft Bros., Esstman,Pattton&Harell 
Certified Public Accountants
 
zero for those with income exceeding 
$150,000.
• The depreciation period for real estate 
would be 27½ years for residential prop­
erty and 31½ years for commercial prop­
erty instead of the current 19 years.
• The deductions for consumer interest 
and sales taxes would be eliminated. 
Investment interest expense would be 
deductible only to the extent of invest­
ment income.
• IRA contributions would cease to be 
deductible for persons covered by com­
pany retirement plans.
• The investment tax credit would be 
eliminated.
• The ability to shift income to children 
under age 14 would be substantially 
eliminated.
Of these provisions, the one which ap­
pears most likely to be changed is the disal­
lowance of deductions for IRA contributions.
If the bill passes as proposed, the major 
effects of the reform program are antici­
pated to be as follows:
1. A possible temporary slowing of the 
economy due to loss of certain invest­
ment incentives, followed by growth in 
the longer term;
2. Potentially lower interest rates conse­
quent to reduced loan demand;
3. A decrease in 
the value of 
existing rental 
residential and 
commercial 
real estate un­
til a lack of 
new supply 
drives rents 
(and cash 
flows) higher;
4. A probable re­
duction in the 
difference be­
tween yields 
on tax-exempt 
and taxable 
interest bear­
ing securities.
5. A reduction of incentive to invest for 
growth, with a corresponding increase 
in tolerance for current yield.
In summary, the proposal is favorable for 
investment in financial securities, particu­
larly high-dividend stocks and fixed income 
securities. It provides a more negative envi­
ronment for investment in leveraged real 
estate and other tangible assets.
Recommended Actions:
1. Accelerate deductions and losses into 
1986 where possible; defer income into 
1987.
2. Take available long-term capital gains 
before the effective date of any change 
in the law.
3. Pay off existing consumer loans. Pay off 
investment loans unless investment in­
come (dividends and interest) is suffi­
cient to offset interest expense.
4. Consider borrowing or establishing a 
line of credit against home equity for 
investment or consumer needs.
5. Make maximum contributions to IRA 
and 401K plans in 1986.
Reprinted with permission of LINC, Inc., Nashville, Tenn.
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ASSET ALLOCATION:
“What Should I Do With My Money?” 
The Two Most Important Factors
As personal financial advisors, CPA’s are often asked by clients, especially those who have recently experienced a 
windfall from some source, “What should I 
do with my money?” Unfortunately, the 
answer can never be as simple or direct as 
the question. Other questions must first be 
answered if serious error is to be avoided.
There exist relatively few basic catego­
ries of assets available for investment There 
are common stocks and bonds and permu­
tations thereof, real estate, natural resour­
ces, collectibles, and various unincorpo­
rated business endeavors. Alternatively, one 
may hold cash in the form of money market 
funds or some other. The process of asset 
allocation is the decision of where to place 
funds among these broad asset categories. 
Interestingly, research indicates that asset 
allocation, the decision whether to invest in 
stocks, bonds, cash or some other asset 
category, is considerably more important to 
an investor’s overall return than deciding 
which specific securities will be purchased.
Since history has demonstrated that, over 
time, stocks provide a substantially higher 
return than bonds and bonds a higher 
return than cash, toe selection process 
among these three might at first appear 
simple. The decision is clouded, however, 
by toe fact that history also demonstrates 
toe significantly greater risk (expressed in 
wider potential variances in investment re­
turn) of securities with higher return. Be­
cause of this, toe investor’s risk tolerance 
must be considered.
There are inherent differences among 
individuals in the ability to tolerate risk and 
remain undisturbed in the face of sharp 
changes in toe value of investment hold­
ings. These differences may be influenced 
by experience, by the relative proportion of 
net worth which is at risk or simply by per­
sonality factors. Whatever toe influences, a 
responsible financial advisor will always 
take toe individual’s risk tolerance into 
account in the asset allocation process. 
Conversely, while toe investor’s required 
return may sometimes dictate toe degree of 
risk which must be undertaken, toe investor 
should be fully aware of toe trade-off being 
made.
Once toe investor’s risk tolerance has 
been established, another factor becomes 
essential to consider. This is toe investor’s 
time horizon, which is generally established 
by his or her ultimate purpose in connec­
tion with toe funds to be invested. Holding 
risk tolerance even, the greater toe time 
horizon toe more risk one would choose to 
assume, and vice versa. This is because 
while the riskier investment has a high 
probability of outperforming toe less risky 
one over toe long term, it also has greater 
volatility (price swings) and might well 
underperform toe other during toe short 
term. (When toe investor’s time horizon is 
short, risk can be further reduced in the 
selection of individual securities by choos­
ing those with short maturities or stagger­
ing maturity dates.)
A pyramid structure featuring conserva­
tive investments at toe base and riskier 
securities at toe apex has been suggested 
as a model for toe allocation of assets. 
Within toe investment pyramid or any other 
model, however, toe two primary factors 
determining the relative proportions invested 
in various asset categories will be toe in­
vestor's risk tolerance and time horizon.
Why Bear More Risk 
Than Necessary?
Virtually every investment has risk— even Treasury Bills and insured Certif­icates of Deposit These so-called “safe” 
investments carry “purchasing power risk,” 
the possibility that upon maturity their prin­
cipal plus interest will have less value in 
terms of goods and services due to a 
general rise in prices. Investors bear more 
or less risk in order to achieve a return, and 
it is axiomatic that the greater the risk 
undertaken toe higher the probable return 
over time. However, while a certain amount 
of risk must be borne in order to achieve a 
required return, it is helpful to be aware that 
a substantial portion of total investment 
risk can be completely eliminated simply 
by diversifying one’s investment portfolio.
All investment risk may be classified as 
either systematic or unsystematic. System­
atic risk results from economic, political 
and sociological factors and includes:
1. Market Risk, or the tendency of the price 
of a specific investment vehicle to rise or 
fall in value in conjunction with toe 
market as a whole;
2. Interest Rate Risk, or toe probability that 
a security's value will vary in response 
to a change in market interest rates;
3. Purchasing Power Risk, which repre­
sents the impact of inflation or deflation 
on an investment
Unsystematic risk is associated with toe 
nature of toe business enterprise underly­
ing toe investment and is comprised of
1. Business Risk, or toe possibility that 
cash flows will be inadequate to sustain 
the underlying business endeavor and/or 
pay a return to the investors;
2. Financial Risk, or the possibility that 
cash flow will be insufficient to service 
debt used to finance toe underlying busi­
ness endeavor.
While systematic risk must be borne by 
all investors, unsystematic risk can be 
entirely avoided through even moderate 
diversification. (It has been demonstrated 
that including as few as 15 to 20 stocks in a 
portfolio eliminates all unsystematic risk.) 
One implication is that investors with a 
small to moderate amount to invest in stocks 
can probably best avoid a substantial source 
of risk by investing in a diversified mutual 
fund (not a sector fund specializing in one 
industry). Similarly, investors with signifi­
cant holdings in either common stocks or 
real estate can at least reduce their risk 
exposure by investing a portion of their 
funds in toe other asset category.
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The Six-Step Financial Planning Process—What To Expect
When you need help in planning for more than one or two clearly iden­tified aspects of your financial affairs, you 
may be ready to have a professional finan­
cial planner make a comprehensive analy­
sis of your financial circumstances. The 
advantage of the comprehensive approach 
is that inter-relationships and interactions 
among all elements of your financial plan­
ning can be examined and, when advan­
tageous, modified. While the connection 
between investment planning and tax plan­
ning may seem obvious, there is an equally 
strong connection between your investment 
choices and your estate plan, retirement 
planning, insurance requirements, cash flow 
planning and other factors.
In contemplating whether to request a 
comprehensive personal financial plan, it is 
helpful to know what to expect from the 
process. The six steps involved are con­
sistent among all professional personal 
financial planners, and failure to specify 
and follow these procedures should lead 
you to ask additional questions in selecting 
a potential planner.
The first three steps of the financial plan­
ning process are essential to the develop­
ment of a useful financial plan and will be 
undertaken by the planner during his or her 
initial interviews with you. The following are 
the six steps of comprehensive personal 
financial planning with comments on what 
you can do to maximize your potential 
benefits.
1. Collect and evaluate data
This step consists of gathering facts about 
your existing circumstances. You can sig­
nificantly shorten the amount of time re­
quired for completion of this step by bring­
ing with you to the first interview following 
your engagement of the planner (or mailing, 
if you prefer) copies of all pertinent per­
sonal financial information including:
Federal tax returns for the prior three 
years;
A list of all your assets and liabilities or a 
bank financial statement;
Your existing wills and trust documents; 
Other relevant legal documents such as 
divorce settlements or buy/seil agree­
ments;
Insurance policies or a complete sum­
mary of policies owned showing owners, 
beneficiaries and annual premiums;
The most recent report of your vested 
interest in qualified retirement plans;
Tax returns or financial statements rela­
tive to any closely held businesses; 
Federal gift tax returns, if any;
Federal estate tax returns for any estates 
of which you were beneficiary.
2. Identify client goals and objectives
3. Identify potential financial problems or 
obstacles to the achievement of client 
goals
These steps comprise the subjective 
phase of data-gathering and are the heart 
of the financial planning process. A good 
planner will interview you carefully to deter­
mine your attitudes, feelings and percep­
tions involving financial matters. It is essen­
tial that your planner be someone in whom 
you have sufficient confidence to openly 
discuss extremely private information. You 
can also help by spending time in advance 
of your meeting with the planner to think 
through exactly what you hope can be 
achieved through the financial planning 
process. However, it is not unusual for 
clients to enter the process with only a 
general sense of discomfort with things as 
they exist or a feeling of need for more 
organization. An experienced financial plan­
ner will help you in thinking through to spe­
cific underlying difficulties which may exist 
and will attempt to formulate strategies for 
resolving these.
4. Prepare a written plan and recommenda­
tions
Several weeks may elapse between the 
final data-gathering interview with your 
planner and the presentation of your writ­
ten plan. This part of the process is time 
consuming. Although the style of the writ­
ten plan document varies widely among 
personal financial planners, a comprehen­
sive plan will always include a statement of 
personal assets and liabilities, a multi-year 
tax projection, a multi-year projection of 
cash flow, a discussion and possibly sched­
ules relative to estate and risk manage­
ment planning and planning for financial 
independence, and a list of tentative recom­
mendations for changes to be made or 
actions to be taken to achieve your goals. 
You will be given an opportunity to assess 
your level of comfort with the planner’s 
recommendations and can help by evaluat­
ing these and responding back to your 
planner without undue delay so the recom­
mendations can be finalized. The final ver­
sion of the recommendations will include 
only those with which you are comfortable 
and on which you intend to act
5. Implement the recommendations
While it may be helpful simply to have the 
organization and analysis of one’s financial 
circumstances contained in the written plan, 
the true financial benefits are derived from 
implementing the recommended changes. 
The planner will assist you in coordinating 
the actions necessary to implement the 
recommendations. You can help by pro­
ceeding promptly and systematically to act 
on the plan.
6. Periodically review and update the plan
Personal financial planning is an on­
going process (and ideally your personal 
financial planner should become a valued 
advisor during your 
lifetime). Both general 
economic trends and 
personal financial cir­
cumstances change. 
Your personal-finan­
cial plan should be 
updated at least annu­
ally and possibly more 
often if significant 
changes occur. In ad­
dition, you should feel 
free to call on your 
planner for advice, as 
needed, on an ongo­
ing basis. You can 
help your planner by 
making him or her 
aware of significant changes as they occur.
Information contained herein is general 
and not applicable to all situations. Although 
the information is intended to be accurate, 
facts and conclusions presented are not 
guaranteed and should not be relied upon 
without consulting with us and/or legal or 
other professional-service advisors in con­
nection with your specific circumstances.
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3-minute
financial planning 
check-up
Have you kept up with new financial planning ideas? This 
questionnaire will help you measure what you have 
done with your financial planning knowledge. Enter 
your score for each question in the box to 
the right, then total your score to see 
how your financial planning 
measures up.
Score your­
self as follows:
High-3 points • Medium- 
2 points • Low-1 point.
1. Have you realistically established goals 
which are achievable with your 
resources?
5. Do you know which types of invest­
ments are right for you in achieving 
your objectives?
2. Do you know when you need insur­
ance and how to control the cost?
6. Are you on the road to achieving finan­
cial independence?
3. Are you aware of the most effective 
(and legal) ways to cut your income 
taxes today and minimize estate and 
gift taxes in the future?
7. Are you currently utilizing one or more 
of the following planning tools: IRA, 
Qualified Pension or Profit-Sharing 
Plan, Personal Tax Shelter?
4. Have you reviewed your will during the 
past five years to take advantage of 
recently enacted legislation and new 
judicial decisions?
8. Are your wills, trusts, buy-sell agree­
ments and other documents designed 
to help you conserve and transfer 
assets economically?
HOW DO YOU MEASURE UP?
20 or more
Your financial planning is above 
average.
15 to 19
Your financial plan may need a 
review.
14 or less
You will benefit from consulting 
with a financial planning team.
FISCAL FITNESS
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Exhibit 2-9
FINANCIAL
INDEPENDENCE
How to assess personal risk 
and plan a safety program 
by John H. Mullen, Partner in Charge
Risk. We face it every moment of every day. It is embedded in every choice we 
make. So we must develop strat­
egies to deal with it — to manage it.
As with any type of risk, man­
aging financial risk involves first 
recognizing 
specific dan­
gers. Only 
then can a 
course of ac­
tion be planned.
Categories 
of risk
Financial risk 
can be broken 
into two cat­
egories. First, 
there is invest­
ment risk — 
the possibility 
that invested 
funds will be 
lost. The sec­
ond category 
— personal risk 
— is much broader. It involves the 
possibility that an individual will 
not achieve financial goals for one 
of the following reasons:
Main Hurdman
Certified Public Accountants
• Death
• Disability
• Health problems
• Casualties
Dealing with personal risk
All risk has costs associated 
with it, and personal risk is no ex­
ception. Poorly managed, its ef­
fects can be financially devastat­
ing. Death, disability, health 
problems or casualties can dras­
tically reduce or eliminate earning 
power. Taxes and other bills can 
become so great that personal as­
sets and employed capital may 
have to be liquidated — to the ex­
tent that an individual may never 
recover from its financial effects.
If proper plans are made, how­
ever, individuals and family 
members will be better able to 
continue their current lifestyles.
Where to start
In analyzing your own expo­
sure, evaluate:
1. your financial goals;
2. your current assets;
3. your financial obligations — to 
creditors (mortgages, equity 
loans, credit lines, etc.), to depen­
dents (for their health, mainte­
nance, support and education), 
and to business (ownership inter­
ests and other responsibilities).
Each would be affected in some 
way by your incapacity. How? 
Ask some honest questions. What 
would happen if you were to be­
come disabled? What if you were 
to die? Would your assets be pro­
tected? Would your family remain 
financially sound?
The goal, of course, is to de­
velop a safety program — one that 
assures attainment of goals, satis­
faction of obligations and protec­
tion of assets in the face of 
personal risk.
The program
You can cover exposure two 
ways. You can employ self-insur­
ance — assuming the risk your­
self, saving sums of money in an­
ticipation of death, disability, 
health problems or casualties. Or, 
you may purchase insurance.
Usually a combination of the 
two is most effective. Analysts 
recommend self-insurance for 
small, manageable costs such as 
routine medical and dental treat­
ments and minor surgery. Pur­
chased insurance, however, should 
be employed to cover large, finan­
cially crippling risks such as death 
or permanent disability.
But there is room for flexibility. 
Your particular mix will depend 
on your own willingness to as­
sume the risks yourself. Working 
with your insurance advisors, we 
can assist in developing a safety 
program that's right for you.
Personal Financial Planning Group Fall 1986
Reprinted with permission of KMG Main Hurdman.
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Life insurance:
Sorting through the options
by Edward E. Graves
To many people, the cost of life insurance is a necessary expense of living responsibly. 
This protection assures that you 
can meet your financial objectives 
in the event of untimely death — 
caring for the family; paying debts; 
and making funds available for the 
children's educations, your favor­
ite charity or a continuing business.
With the variety of insurance 
products on the market today, 
you are faced with a number of 
decisions. You must know how 
much insurance to buy and which 
policy is right for you.
How much insurance 
do you need?
One of three approaches is gen­
erally used to determine the 
amount of insurance a person 
needs. The first is to use a simple 
multiple of your income. The multi­
ple usually ranges from five-to- 
ten times annual 
income. While 
this approach 
may accurately 
determine your 
insurance needs 
at some point in 
your life, it will 
likely be inappro­
priate — provid­
ing too little or 
too much cover­
age for the ma­
jority of your life. 
It is simplistic 
and fails to take into account cur­
rently held assets, risk exposure, 
obligations and financial goals.
The human life value approach de­
termines your insurance needs 
based on the earnings lost to your 
family if you were to die. You de­
termine the amount necessary to 
support your dependents. Then 
multiply that amount by the num­
ber of years left until you expect to 
retire. Finally, determine how 
much money you would need in 
today's dollars to make up for 
these lost earnings. You then pur­
chase insurance for this amount.
The most practical and often 
used approach is the needs ap­
proach. It determines the financial 
needs of your family and other de­
pendents in the event of your 
death. You purchase insurance to 
fund these needs. The needs ap­
proach emphasizes meeting fi­
nancial obligations and objectives 
while the human life approach 
emphasizes replacement of future 
income. If you use the needs ap­
proach, consider the following 
factors:
Administrative fund — Funds for 
the costs of final illness, burial ex­
penses, outstanding liabilities, 
taxes and probate costs.
Readjustment fund — Income for 
your dependents to adjust their 
standards of living because of 
your death.
Income fund — Money to sup­
port surviving dependents until 
they are self-supporting.
Special fund — Funds needed for 
other specific needs, such as edu­
cating children and paying off 
mortgages.
The amount of insurance you 
need is the total of these funds 
less accumulated assets you have 
that can be used to meet your obli­
gations and objectives. If these as­
sets exceed the estimated funds 
you need, you will not require any 
insurance.
In most cases, people do not 
have sufficient life insurance. 
They rarely go through the pro­
cess of assessing and quantifying 
their needs and seeing what as­
sets they have to meet them. You 
cannot effectively manage the fi­
nancial impact of death without 
this process.
Which policy 
is right for you?
Life insurance buyers once had 
a simple choice: term or whole life 
coverage.
• Term insurance is pure death 
protection which can be issued 
for any duration. Policy death 
benefits are paid only if the in­
sured dies while the contract is in 
effect. It is relatively inexpensive 
initially, but the cost can increase 
dramatically as the insured grows 
older.
Because of its low cost, cash is 
freed for other investments. This 
temporary coverage is appropri­
ate for young people who need 
large amounts of insurance, those 
who desire only death protection 
and those whose insurance needs 
will decrease over time.
• Whole life insurance, in con­
trast, offers lifetime coverage. It 
combines death protection with 
cash value — the ability to accu­
mulate savings. It also provides 
loan privileges with the savings 
element, which gives the policy 
value now as well as in the event 
of death. Because the policy is part 
protection and part savings, pre­
miums are initially higher than 
for term insurance but eventually 
will be lower. There is a variety of 
premium plans that offer flex­
ibility to the purchaser. Whole life 
policies are most appropriate for 
those who want lifetime coverage 
and desire a structured savings 
plan.
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For many years, term and 
whole life were the only options. 
But double-digit inflation in the 
1970s provided the impetus for 
change. Consumers began to 
question the yield received on 
savings from traditional whole 
life policies. They wanted some­
thing more than earnings compa­
rable with passbook savings ac­
counts. The insurance industry 
responded with products offering 
competitive investment return in 
addition to death protection. To­
day, the choices are as varied as 
the needs of the buyers.
• Universal life insurance is a 
popular policy because of its flex­
ibility. It offers the policyowner 
flexible premiums and flexible 
death benefits. The cash value 
that accumulates in the policy is 
based on current market return — 
which can increase or decrease. It 
can be used to pay policy pre­
miums. Because premiums are 
flexible, they can be postponed if 
the policyowner desires. This 
flexibility can lead to continued 
nonpayment that may result in 
the cancellation of the coverage.
Universal life is most appropri­
ate for those who desire flexibility. 
It is especially attractive for mid­
dle-income individuals who de­
sire to vary premiums to reflect 
changing life situations and needs.
• Single-premium universal life 
insurance has become particu­
larly popular. It calls for upfront 
payment of the policy premium. 
As in universal life, policy cash 
value builds based on current 
market yield. Loans may be taken 
against the cash value. Its draw­
back is that if the policyowner dies 
shortly after purchase, it is very 
expensive. It is most appropriate
Comparing commissions
Type of policy First year Subsequent years
Single-premium 2% to 8% No additional
universal of premium commissions
Term 20% to 40% 
of premium
0% to 5% thereafter
Whole life 50% to 80% 
of premium
5% to 15% of premiums in 
years two through four, 1% 
to 5% in years five through 
ten, 0% to 2% thereafter
Variable life 50% to 55% 
of premium
5% to 15% of premiums in 
years two through four, 1% 
to 5% in years five through 
ten, 0% to 2% thereafter
Universal life 45% to 65% 
of premium
5% to 15% of premiums in 
years two through four, 1% 
to 5% in years five through 
ten, 0% to 2% thereafter
for those who want to prefund 
protection because they anticipate 
a short, high-income period.
• Variable life insurance offers 
lifetime protection with level pre­
miums. Policy premiums are in­
vested in common stocks, bonds 
and money market funds. The 
death benefit increases or de­
creases over time, depending on 
investment performance. How­
ever, the death benefit cannot fall 
below a guaranteed minimum. 
Cash value in these policies also 
varies with investment perfor­
mance, but without a guaranteed 
minimum. Variable life offers the 
potential for higher death benefit 
and cash value, but is also more 
risky.
This type of policy is best suited 
for those who are investment ori­
ented, desire high rates of return 
on policy premiums and are will­
ing to accept investment risk.
• Variable universal life insur­
ance combines the flexibility of 
universal life with the investment 
orientation of variable life. It offers 
flexible premiums which are in­
vested in common stocks, bonds 
and other investment instru­
ments. Yields are used to increase 
the death benefit and the cash 
value of the policy. Variable uni­
versal life is attractive to the same 
individuals as variable life. The 
difference is that they gain the 
advantage of flexible premiums 
characteristic of universal life pol­
icies.
Paying the piper
Because premiums vary widely 
— as much as 700 percent for a 
single type of policy — you 
should compare several com­
panies' offerings. Commissions 
paid to agents also differ from 
policy to policy as illustrated in 
the accompanying chart.
Because there are many policy 
variations, the best way to assess 
how well they meet your needs is 
to discuss them with your finan­
cial planner and insurance ad­
visor. Your insurance coverage is a 
key element of the strategies you 
will implement to achieve your 
goal of financial independence.
Edward E. Graves is Assistant Professor of 
Insurance at The American College, Bryn 
Mawr, Pennsylvania.
© KMG Main Hurdman 1986. All rights reserved.
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Does your current insurance coverage 
meet your needs?
by Norman Goodman, Director of Personal Financial Planning
Assessing your exposure to personal risk is the first step toward developing a safety 
program. Based on your evalua­
tion, you should 
determine how
well your current 
safety program 
protects against 
personal risk.
If you are like 
most people, you 
already have vari­
ous types of in­
surance aimed 
at protecting 
against personal 
risk. But what
should you con­
sider when evaluating the appro­
priateness of your coverage.
Reviewing your coverage
• Life insurance — When you 
review your life insurance cover­
age, consider the protection such 
policies provide in the event of 
death. Ask yourself:
Will the death benefit satisfy 
your dependents' lifestyle, sup­
port and education needs? Have 
your dependents' needs exceeded 
the current death benefit of your 
coverage? Based on your answers, 
you may decide to adjust your 
coverage.
Are the policy beneficiaries ap­
propriate given your family and 
personal situation? Or has di­
vorce, death or disability changed 
the beneficiaries and their needs? 
Who owns the policy? Are they 
appropriate given your family sit­
uation and tax consequences?
Finally, examine your coverage. 
If it's permanent coverage, what is 
its cash value? Have you consid­
ered using policy loan provisions 
to borrow against the cash value? 
If you have borrowed against the 
cash values, how will your loans 
reduce the death benefits? Will 
this reduction have adverse 
effects on your dependents?
• Medical and health insurance
— In many cases, medical and 
health insurance is provided by 
an employer. Review your cover­
age to determine what additional 
insurance you need to provide 
adequate protection for hospital, 
surgical and medical expenses. If 
you need coverage beyond what 
is provided by your employer, 
you'll have to provide it yourself.
In evaluating your coverage, 
look at your deductible — the 
costs you must bear before the in­
surance company steps in. Make 
sure it matches your ability to bear 
the cost of illness or injury.
Determine the type of deduct­
ible your policy has — per person, 
per illness, per calendar year, per 
group of participants. Consider 
ceilings on policy benefits. What 
are they and on what basis will 
they be applied — per illness or 
injury, per plan year 
or per lifetime?
Your out-of-pocket 
cost may vary 
Proper medical insur­
ance can relieve the 
pressure of personal risk.
0032
significantly depending how each 
applies to you.
• Disability insurance — In eval­
uating your coverage, consider 
whether it is sufficient to meet the 
financial objectives and needs of 
you and your dependents should 
you become disabled. Consider 
how disability is defined. Are 
benefits available if you can no 
longer perform any job or only a 
job for which you are qualified by 
reason of your education, training 
or experience? If the definition is 
too restrictive, it may place the 
entire financial burden of your 
disability on you. If it's too broad, 
the cost of the insurance may in­
crease substantially.
How long must you wait before 
benefits begin? Can you meet fi­
nancial obligations arising during 
this period? If not, other pro­
visions must be made.
Your KMG Personal Financial 
Planner will work with you and 
your insurance advisors to review 
these policy options. In the next 
issue of Financial Independence, we 
will discuss property and casualty 
insurance and their place in your 
personal financial plan.
18300 Von Karman Avenue, Suite 700, Irvine, California 92715 (714) 553-1005
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YEAR END TAX PLANNING 
(Tax Reform or Not)
With tax reform again on the horizon, year end tax 
planning is important. The President’s ultimate goal is 
to lower income tax rates and have everyone pay “their 
fair share.” To accomplish this, many income tax deduc­
tions and “loopholes” will either be eliminated or cur­
tailed in the future. Exactly when and how much are 
yet to be decided. Also, with the reduction of tax rates 
in 1986, deductions in 1985 will be more valuable to most 
taxpayers. Therefore, tax planning in 1985 is essential.
The current tax bill will eliminate most deductions for 
state and local income taxes, sales taxes, and property 
taxes. To maximize your tax deductions in 1985, you 
should pay your January 15, 1986 state estimated income 
tax payment by December 31, 1985. If you expect to 
owe additional taxes for 1985, you should also pay these 
in December. By December 31, you should also pay your 
property taxes which become due January 10.
Tax reform proposals replace the current ACRS 
depreciation system with the less beneficial CCRS 
system. Under CCRS, depreciable lives will be lengthened 
for property placed in service after December 31, 1985. 
Another proposal which seems certain of adoption is the 
repeal of the investment tax credit. Thus, taxpayers 
planning capital expenditures for 1986, should strongly 
consider making their acquisition by the end of this year. 
This is also true for real property since the tax reform 
proposals will lengthen the depreciable lives to 28 years 
from the current 19 years.
The residential energy credit is scheduled to expire 
December 31, 1985. Qualifying expenditures should be 
made before that date.
If your taxable income for 1985 includes long term 
capital gains or other tax preference items, you may be 
subject to the alternative minimum tax. If you are, 
special care needs to be taken in timing your other 
income and deductions. The deductions allowable for 
alternative minimum tax are not the same as those 
allowable for your regular income tax. Proper planning 
would require a computation of your estimated tax 
liability for 1985 and 1986.
Please feel free to contact us. We are available to discuss 
with you how any of the proposed tax reform measures 
will affect your year end tax planning.
PLANNING FOR COLLEGE/ 
EDUCATION EXPENSES
The expense of educating children has become one of 
the greatest financial burdens facing parents. In addition, 
except for purchasing a home and planning for retire­
ment, a child’s college education represents one of our 
highest priorities. In today’s climate, funding a college 
education, particularly at a private institution, is one of 
the single most expensive expenditures parents will ever 
make.
College costs have increased faster than inflation and 
are expected to continue to do so. The average cost of 
tuition, room, and board for the current academic year 
is $5,700 at a public institution and $10,200 at a private 
institution. These costs are expected to more than 
double within the next ten years. Unless you expect to 
pay these college costs out of your current assets, early 
and careful planning is required. Financial planning for 
college expenses should include the use of long term 
savings plans at the lowest tax cost and shifting income 
to lower tax bracket taxpayers. Also, financial assistance 
programs should be fully utilized once a child enters 
college. Planning for college can never begin too early. 
Setting forth realistic long term planning goals will 
alleviate the financial crunch that can develop when a 
child enters college.
FINANCIAL AID — is any grant, loan, scholarship, 
or work study program offered to help a student meet 
educational needs. Financial need is defined as the 
difference between the cost of attending college and the 
amount the parents and student are capable of con­
tributing. Financial aid officials expect parents to utilize 
five percent of their assets each year and all their 
“available income” to provide for their child’s education. 
“Available income” includes all income, whether taxable 
or non-taxable, less basic expenses such as housing, food, 
clothing, taxes, medical costs, etc. Students are expected 
to contribute thirty-five percent of their assets each year 
and all of their earnings.
The federal government administers six major financial 
assistance programs. The first three programs are direct 
assistance programs, the other three programs are 
administered through the college which the student 
attends.
continued on page 2
Reprinted with permission of Rovner, Shaw, Munafo & Dalton.
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EDUCATION EXPENSES
continued from page 1
The Pell Grant is based solely on financial need. In 
1984-1985, a Pell Grant award ranged from $200 to 2,100, 
or 60% of college expenses, whichever was less.
The Guaranteed Student Loan (GSL) is a federally sub­
sidized loan program that allows the student to borrow 
from private lenders at low interest rates. The current 
interest rate on these loans is 8%. Repayment of prin­
cipal and interest is deferred until six months after a 
student graduates or leaves school, and repayment is 
made over a five to ten year period depending on the 
amount owed.
Parent Loans for Undergraduate Students (PLUS) 
loans, like GSL loans, are handled through participating 
lenders. Repayment of a PLUS loan to a parent begins 
sixty days after receiving the money and each lender 
establishes a repayment period of five to ten years.
Supplemental Education Opportunity Grants (SEOG) 
are grants to students with demonstrated financial need. 
The awards presently range from $200 to $2,000 per 
student per academic year.
The College Work Study Program (CWSP) is a 
program administered by each participating college to 
provide employment for students who demonstrate 
financial need. The federal government grants funds to 
the colleges for this purpose. Usually students obtain 
employment under this program as part of an overall 
financial aid package.
The National Direct Student Loans (NDSL) is a col­
lege administered program under which a student loan 
from the federal government is made directly to the 
college which in turn dispenses the money to the 
student. The federal government provides ninety per­
cent of the loan. The remaining ten percent comes from 
the participating college.
In addition to federal aid, most states and many colleges 
offer some form of financial assistance. These include 
scholarships, loans, jobs, alternative payment plans, and 
other programs. In selecting a college, a parent should 
inquire about the availability of these programs. Most 
often, the college catalogue itself will provide infor­
mation on these.
VEHICLES FOR LONG-TERM SAVINGS
Careful and early planning is essential to financing a 
college education. Tax benefits can be utilized to 
increase efficiency of long term savings. Shifting the 
ownership of the dollars saved to the child increases the 
after tax yield of the fund dramatically. The three most 
popular devices for accumulating a college fund and 
compounding it at a lower after tax cost are discussed 
below.
One of the easiest means of accumulating capital for 
a child’s college education at the child’s tax bracket, is 
to place the savings fund into a custodial account in the 
child’s name under the Uniform Gifts to Minors Act 
(UGMA). A parent can give each child up to $10,000 
per year ($20,000 per couple) without incurring any 
federal gift tax. To establish a UGMA custodial account, 
the parent must obtain a social security number for the 
child and open an account in the name of a custodian 
for the child until the child, reaches the age of majority, 
typically age 18. The income earned on the account is 
taxed at the child’s tax bracket which is usually much 
lower than the parent’s. The parent may be the 
custodian of the account. However, this may make the 
account a part of the parent’s taxable estate. To avoid 
this, a relative or financial advisor could be named as 
custodian instead.
Once the assets are transferred into a custodial account, 
they belong permanently and irrevocably to the child. 
A major consideration in the use of a custodial account 
is that the assets become the child’s upon majority. At 
that point, the child is free to use the funds in any way 
he desires.
If the parent has serious reservations about the educa­
tional fund becoming the child’s property at age 18 
under the UGMA, he should consider instead a Minor’s 
Trust. The Minor’s Trust must provide that both 
income and principal may be expended for the benefit 
of the beneficiary before reaching age 21, if needed. 
When the minor turns 21, the entire trust must be 
payable to the minor. As compared to gifts under 
UGMA, the Minor’s Trust is clearly preferable because 
it defers the child’s outright ownership until reaching 
age 21. Thus, the trust covers most of the years a child 
is actually attending college.
A Crummy Demand Trust, like a UGMA account or 
a Minor’s Trust, qualifies for the $10,000 annual ex­
clusion from gift taxes. With a Crummy Trust, the child 
has the right to demand payment of any gift made to 
the trust in that year. If the demand is not made, the 
right lapses and the property is thereafter subject to the 
terms of the trust.
A Crummy Trust is useful where a parent plans to make 
annual contributions to a trust and is concerned with 
allowing his or her child to have full control of the trust 
at age 21. A Crummy Trust can extend beyond the time 
the child attains age 21, to any age chosen by the parent.
VEHICLES FOR INCOME SHIFTING
In situations where long-term savings are not adequate, 
the tax planning most appropriate to funding college 
education expenses is shifting income to the child’s 
lower tax bracket for a specified period of years. In an 
income shifting strategy, the child enjoys only the 
income produced by the asset. The asset itself reverts 
to the parent. The most popular devices for shifting in­
come to pay college expenses are as follows:
The Clifford (short term) Trust is one of the most 
popular methods of shifting income from a parent to 
a child. The trust must last a minimum of ten years and 
a day, and during its existence the income from the 
assets of trust is paid to the child or accumulated for 
the child’s benefit. At the termination of the trust, the 
corpus reverts to the donor-parent.
continued on page 3
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Tax Calendar
NOTE: This calendar only highlights due dates. It is not an all-inclusive guide.
DECEMBER 1985
N/A DoneDate Action
16 FILE AND PAY — Corporation Income Tax Returns for corporations with 
September 30 year end. S.C. corporate estimate due.
16 DEPOSIT — Estimated federal and state corp. income tax for corporations 
with Y/E Dec. 31, Mar. 31, June 30, and Aug. 31. (August is federal only.)
16 DEPOSIT — Federal and S.C. withheld taxes for month of November if 
liability is over prescribed limits for Federal.
20 FILE AND PAY — South Carolina sales tax.
31 PAY — Greenville County taxes are due January 10, 1986. Cash basis 
taxpayers must pay by December 31, 1985, to get deduction for 1985.
31 FILE AND PAY — Fourth installment of Individual 1985 estimated 
income taxes for South Carolina. Cash basis taxpayers must pay by 
December 31, 1985, to get deduction on federal return.
NOTE: Deposit Federal and S.C. withheld payroll taxes with coupon within three banking days after cumulative 
liability reaches $3,000 (Federal prescribed limits).
PLANNING FOR COLLEGE/ 
EDUCATION EXPENSES 
continued from page 2
Under a Clifford Trust, income generated may not be 
used for the child’s actual support during minority. A 
parent may contribute up to $16,270 ($32,540 for both 
husband and wife) to the trust without incurring any gift 
tax liability. These gifts may be made tax free each year. 
However, each additional transfer must remain in the 
trust for a minimum of ten years and a day.
The disadvantage of a Clifford Trust is that the trust 
must last for a minimum of ten years and a day. If the 
parent wishes to have the trust last for a shorter period 
of time, they should consider a Spousal Remainder 
Trust.
A Spousal Remainder Trust is similar to a Clifford Trust 
but, instead of the corpus reverting to the donor-parent, 
it passes to the donor’s spouse when the trust terminates. 
The ten year requirements of a Clifford Trust do not 
apply to a Spousal Remainder Trust. The donor may 
establish the trust for any period of time he chooses. 
Since the corpus reverts to the donor’s spouse, this type 
of trust should be considered only where there is no in­
dication of marital discord.
Interest Free Loans were a popular tax saving vehicle 
prior to the Tax Reform Act of 1984. The Tax Reform 
Act of 1984 imposes both income and gift taxes on 
interest free loans and on loans made at below market 
rates of interest. This has greatly diminished the appeal 
of interest free loans as a savings vehicle.
A specific financial plan may require a combination of 
vehicles, tailored to the parent’s particular needs and 
available resources. For example, a parent with more 
than one child entering college may use an income 
shifting trust for the older children, while a long term 
savings trust may be more appropriate for the younger 
children.
The effectiveness of these vehicles for providing funds 
for college expenses is affected by state law, current 
court cases, and proposed tax legislation. All this, plus 
the unknown future of inflation, makes trying to estimate 
and budget for college expenses more difficult the fur­
ther away the child is from admission to college. There 
are no guarantees that a plan made now for future 
savings will be the plan that will accomplish the parent’s 
educational and financial goals. But, no matter what the 
future may hold, the earlier the planning, the more likely 
the parent will be able to fulfill the goal of financing a 
child’s college education.
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PLANNING THE YEAR END 
BALANCE SHEET
Banks and suppliers use a company’s balance sheet to 
determine the level of credit which should be extended. 
Because the balance sheet reflects figures at a single 
date, steps can be taken prior to that date to alter the 
figures in a way that will present healthier looking 
business ratios.
One key ratio is the current ratio, which compares 
current assets to current liabilities. Companies can often 
improve this ratio by using excess cash to pay off current 
liabilities before the balance sheet date.
Another key ratio is the debt to equity ratio. To improve 
this ratio, companies can delay borrowings until after 
the balance sheet date. Payments of dividends or other 
distributions of profit can also be delayed past the 
balance sheet date in order to improve the debt to equity 
ratio.
In some cases, year end tax planning to reduce taxes may 
conflict with year end planning to improve financial 
statements. In such cases, the company may have to 
choose between paying higher taxes to make its finan­
cial statements look better, or foregoing improved 
statements to reduce taxes.
PERSONAL NOTES
In August, Faye Conits attended a course entitled 
“Taking Charge of Small Engagements” in Atlanta. In 
October, Mike Munafo attended a Fall Seminar con­
ducted by Standard Federal Savings and Loan. This 
course offered a broad range from Accounting and 
Auditing, to Taxation and Administration. Alan Shaw 
attended a seminar on real estate tax shelters and syn­
dications. Gary Wheeler attended the 1985 SCACPA 
Tax Conference held in Columbia. Philip Rovner 
attended the Economic Outlook Conference conducted 
by the Greater Greenville Chamber of Commerce. In 
addition, we have conducted several in-house seminars 
on a variety of accounting topics.
We welcome to our firm Doug Sparacino who has just 
recently joined us as a Staff Accountant. Doug comes 
to us from Charleston, South Carolina, and has three 
years experience in the public accounting field. Doug 
is a graduate of Clemson University.
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When a business firm faces a significant event—expan­sion, a merger, a large borrowing, issuance of stock or 
whatever—it prepares a “business plan,” setting forth the 
nature of the company, its resources in terms of capital and 
manpower, where it hopes to go and other such vital 
information.
An individual or family intending to engage in long-term 
financial planning needs much the same sort of basic data. 
Where do we stand now? What are our earning prospects? 
What are our goals in the way of housing, education, business 
ownership, retirement and provision for survivors? By work­
ing out a “business plan” for the family, we can bring into 
focus our objectives, resources and the degree of risk we are 
prepared to assume. We can stop drifting and take some 
control of our destiny.
Midyear, when most business activity levels off, is a good 
time for personal financial planning. There are no tax dead­
lines tending to force us into panicky, last-minute decisions. 
There is less likelihood that tax considerations will be over­
emphasized, to the exclusion of other important objectives. If 
assets are to be disposed of soon, for example, we have an 
opportunity to time the disposal so as to take best advantage 
of the new six-month holding period that spells the difference 
between long-term and short-term.
The purpose of financial planning is to wring the greatest 
utility out of the individual’s financial resources while ac­
commodating that person’s desires, resources and phase of 
life. It begins with a statement of objectives, spelled out 
specifically, avoiding generalities. There must be an assess­
ment of where one stands: net worth, earning power, long­
term and short-term obligations. This indicates what is 
within the realm of the possible in the investment field, for 
example.
Projections should be made of what would happen if certain 
events were to occur: death, disability, retirement. This 
means reviewing life, health, accident and disability insur­
ance coverage; retirement plans and Social Security protec­
tion; and investment and noninvestment assets.
How the President’s Tax Plan 
Could Affect Personal Financial 
Planning—Pages 4 and 5
Then comes the drafting of an estate plan: what the individual 
wants to leave and what he or she can leave. This entails a 
review of wills and trust agreements—for their appropri­
ateness ... and for their estate tax exposure.
The next step is the devising of an investment strategy. This 
begins with a cash flow pro­
jection, which will reveal the 
amount of discretionary in­
come available. Only after 
that can a portfolio be selected 
to fit the particular individual.
Finally, if planning is to be 
truly useful, it will include 
follow-up observations at reg­
ular intervals, in case correc­
tive actions should prove necessary.
Financial planning can be a do-it-yourself exercise, and we 
hope the CPA Client Bulletin will be of use to those who 
follow this route. Planning is likely to be more productive, 
however, if a professional financial adviser is engaged. This 
expert can review your finances and offer a detailed written 
analysis and list of suggestions, with alternatives, and ex­
plain in some detail the effects to be expected from each 
action proposed.
Usually, such a review necessarily involves other advisers 
that the individual for whom the planning is being done 
depends on in certain specialized areas—law, banking, insur­
ance, securities/investments, real estate and taxes. Of the 
possible need for professional assistance, more in a moment.
Key Records Needed for Planning
Regardless of whether you go it alone or call on others to 
help, certain documents will be needed:
□ List showing your income from all sources.
□ Records of stocks, bonds and other securities. Also, 
monthly statements from brokerage firms.
□ Your will, if you have one.
□ Records of nonsecurity investments.
□ Home and other real estate ownership records, includ­
ing deeds, mortgages and anything indicating changes 
in basis.
(Continued on page 2)
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2Your Key Records, Needed at Planning Time, 
Will Also Be Essential to a Surviving Spouse
(Continued from page 1)
□ Records of other major assets.
□ Banking records: bankbooks and 
checking account statements, 
showing expenditures as well as 
receipts.
□ Insurance policies, including 
those from government, religious 
or fraternal organizations, 
unions, your employers and 
others.
□ Charge and credit card accounts.
□ Last year’s income tax returns and 
this year’s estimated returns, 
along with any other recent tax 
records or correspondence.
□ Notes and other debts you owe.
□ Debts owed to you.
□ Records showing your rights in 
pension or profit-sharing plans.
Essential Checklist 
For Your Spouse
The above documents happen to 
be among those that will be 
needed by your spouse in the 
event of your death. Why not put 
in a safe place a record of where 
they are stored, together with the 
names and addresses of persons 
who could provide important as­
sistance: the lawyer who drew up 
your will, the executor of the es­
tate, your insurance broker or 
agent, stockbroker, banker, the 
person at your company respon­
sible for payment of death or sur­
vivor benefits and your CPA-tax 
adviser. Also needed by a surviv­
ing spouse would be: birth and 
marriage certificates, divorce 
records, military discharge pa­
pers and Social Security records.
Finally, add a note to the survivor, 
making suggestions of the kind 
that you can best supply, such as 
how your business or profes­
sional interests might be disposed 
of and where to obtain immediate 
cash before the estate is settled.
□ Contracts for the performance of 
your professional services, es­
pecially if only partially com­
pleted; time-payment agree­
ments; and other long-term 
commitments.
If you have trouble pulling together the 
data needed for preparing a financial 
plan, give some thought to better 
organizing your financial records.
The Financial Planning Team
You might say your current records are the financial threads of your life, and 
financial planning is the weaving of these threads into a desirable pattern. This task 
may, as suggested, require the expertise of advisers from different fields:
Attorney. Provides legal counsel, advis­
ing on contractual rights and obliga­
tions, for example. Also prepares legal 
documents, such as wills and contracts.
Securities/investment broker. Helps cli­
ents select appropriate investment ve­
hicles, then handles execution of 
purchases and sales thereof.
Insurance broker or agent. Helps de­
sign, then buys at the best prices the 
insurance program that fits the client’s 
particular needs, in coordination with 
the rest of the financial plan. Can also 
provide special types of insurance 
coverage, such as annuities and 
buy/sell arrangements for business 
partners.
Banker/trust officer. Makes long- and 
short-term financing arrangements, in­
cluding mortgages. Also can help set 
up trusts and investments such as IRAs 
and certificates of deposit.
Certified public accountant. When individuals turn over chief responsibility for 
their financial planning to a single consultant or coordinator, the CPA frequently is 
the one chosen. This may result from the fact that two of the CPA’s major functions, 
financial reporting and taxes, are so central to planning. Or it might be attributable 
to the fact that the CPA has nothing to sell except the service; the CPA code of 
professional ethics prohibits members in practice from accepting commissions for 
referring to clients the products or services of others, such as insurance or tax 
shelters. The code also prohibits offering or performing services for a contingent fee 
and requires that CPAs undertake only those engagements that they or their firm can 
perform with professional competence.
Start a register for each bank account; 
check stubs tend to get thrown away or 
misplaced after a while, in which case 
the information could be forgotten. 
Bank records should be kept indefi­
nitely if you have the space because of 
their eventual usefulness in establishing 
the cost basis of assets, if nothing else.
If you have more than one bank ac­
count, channel all receipts through just 
one; they’ll be easier to keep track of 
that way.
Pay by check anything over $5 with tax
CPA Client Bulletin
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3implications, such as charitable contri­
butions or professional dues or 
subscriptions.
Save the monthly summaries of transac­
tions sent by your securities broker, es­
pecially when the investments are not in 
your name.
Computer Can Be Useful
A personal computer can make a big 
contribution to personal financial plan­
ning, even if it’s only by helping one 
keep track of financial events over the 
course of time. Computer applications 
can range from simply logging transac­
tions as they occur—in electronic cash­
receipts and cash-disbursal journals— 
to the use of spreadsheets such as Lotus 
1-2-3 and VisiCalc, or even such exten­
sive software programs as Financier or 
Home Accountant.
Whatever else a computer program ac­
complishes, it is likely to improve rec­
ord keeping, and good records are 
essential to effective financial plan­
ning. A computer calendar of insurance 
premium amounts and due dates, for 
example, will help one budget for this 
essential commodity and can help mini­
mize unpleasant surprises when other 
big bills come due.
Ultimately, You Make 
The Major Decisions
Regardless of what professional assis­
tance one may have, ultimately it is up 
to the individual himself or herself to 
decide what the investment goals 
should be, for an investment policy 
springs out of a combination of the per­
son’s own unique characteristics. Thus, 
there can be no cut-and-dried plan suit­
able to anyone. Among the variables:
□ Your stage in life. When first start­
ing out you may be ready to take 
more risks than you would later, 
when responsibilities will no doubt 
be greater, increasing the need for 
steady, dependable income.
□ Your income. This too is likely to 
change (for the better, let’s hope) as 
life progresses, affecting your readi­
ness to accept risk.
Shakespeare Offered Seven Stages of Man, 
Financial Planners Settle for Only Five
What are the phases of life that have so 
much to do with financial planning? 
Lots of people have prepared lists of 
them, starting perhaps with William 
Shakespeare and his “seven stages of 
man.” For the purposes being dealt with 
here, most families fit rather neatly into 
these five stages:
□ Stage one: Employed, before mar­
riage. With little responsibility to 
others, the single person can afford 
to take risks. Long-term growth is 
one objective during this phase. In­
surance generally is not relevant.
□ Stage two: Married, before chil­
dren. A time to begin accumulating 
assets, despite heavy pressure to 
spend on other things. Careful budg­
eting is essential. Insurance becomes 
a factor, although perhaps not a sub­
stantial one.
□ Your expenses. Your cost of living 
will set outside limits on investment 
possibilities.
□ Net worth. Different from in­
come, net worth is the result of sub­
tracting what you owe from what you 
own. This will help determine your 
assets—including liquid assets avail­
able for investment.
□ Family composition. With small 
children, there are education costs 
ahead: need for life insurance on par­
ents. A childless working couple, 
two incomes, no dependents: free­
dom to speculate. A retired couple 
on a fixed income: no room whatever 
for risk taking.
□ Outlook. Decide how ready you 
are to take chances; not just whether 
you can afford to, but how comfort­
able you are doing so.
In Position to See
With our financial resources and our 
fundamental attitudes exposed, we have 
some idea of the possibilities. We are in 
a better position to decide what we want 
our investments to do for us. If one 
were to make a list of every conceivable
□ Stage three: Married, precollege 
children. Insurance protection be­
comes very important. Income may 
increase significantly, but so does the 
need to spend. Budgeting becomes 
even more important. So does tax 
planning. Concern may begin for fu­
ture college costs.
□ Stage four: The empty nest. Earn­
ing power may be at a peak. Risk 
avoidance becomes important; in­
vestment strategy tends toward 
building up capital. Thoughts may 
arise about a second career.
□ Stage five: Retirement. A steady, 
comfortable income is now a con­
cern. Investment strategy is middle- 
of-the-road. There is greater free­
dom, but risk must be limited be­
cause the chance to recover from a 
disaster may no longer be there.
benefit, preparatory to crossing out 
those goals that just are not achievable, 
it might look like this:
• A larger or better home.
• The best possible education for the 
children.
• Funds to open or expand a family 
business.
• Active middle years, without having 
to stint on such pleasures as travel and 
entertainment.
• The means of passing on the business 
to the younger generation when the 
time comes, by recapitalizing or 
otherwise disposing of the company.
• Retirement to a smaller home, per­
haps, with a vacation condo for pleas­
ant wintering—and funds to preclude 
financial concerns.
• Enough in the kitty to give our sur­
vivors a good start.
Laid out in chronological order like 
that, such a list may offer nothing ob­
vious to cross out. The goals, coming in 
sequence, may not conflict; one could 
in time have a crack at all of them.
The more conservative one’s invest­
ment policy, of course, the more limited 
(Continued on page 6)
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4Hanging over all financial planning this summer is the President’s plan 
for amending the tax laws. One can’t tie 
all plans to Mr. Reagan’s proposals, for 
they are a long way from being adopted, 
but neither can one ignore them; their 
potential effects on family finances are 
too great for that. So, an essential part 
of financial planning this year is keep­
ing one eye cocked on the debate in 
Congress.
Following are some of the proposals 
that you may be particularly interested 
in watching:
Perhaps the most significant proposal is 
to limit the tax brackets to just three, 
with those in the highest category pay­
ing no more than 35 percent, as com­
pared with the present maximum of 50 
percent. The brackets would be:
Up to $30,000 taxable income: 15%; 
$30,000-$70,000: 25%;
More than $70,000: 35%.
If, toward the end of the year, it appears 
likely that these changes in rates and 
brackets will pass, arrange to bring tax 
deductions into this year, while delay­
ing receipt of income, where possible, 
until 1986, when the lower rates would 
take effect.
Examples of Timing
Another proposed change calling for 
the same watchfulness is the one to end 
deductions for state and local taxes. If 
passage seems likely, pay state and lo­
cal tax bills before the end of the year. 
Also, if you are thinking of buying a car 
or other expensive item that would 
carry heavy sales taxes, make the pur­
chase this year to lock in the sales tax 
deduction for what might be the last 
time. The same with charitable contri­
butions; they bring bigger deductions 
when tax rates are high than they would 
if and when the rates drop. Making 
charitable contributions this year is es­
pecially important if you don’t itemize, 
because another proposal would leave 
nonitemizers no longer able to deduct 
charitable contributions.
Next to lower tax rates in general, the 
administration proposal that may prove 
most popular is the one that would
CPA Client Bulletin 
call for retention of capital gains tax 
rates, and a lowering of the maximum 
effective rate to 17.5 percent. Small- 
business people, especially, who had 
been worrying about the drying up of 
investment capital, welcome this part 
of the program as well as the retention 
of graduated income tax rates on corpo­
rate earnings with a maximum rate of 33 
percent, as compared with the present 
maximum of 46 percent. The prospect 
of losing these two breaks was, for most 
small businesses, the worst aspect of 
the Treasury Department’s original tax 
simplification plan.
Other Business Rules 
Would Be Tougher
The investment tax credit would be re­
pealed. For those who invest in certain 
depreciable business property the 
credit can be equal to 6 to 10 percent of 
the cost. Again, if passage looks likely, 
review your needs for business assets— 
providing the treatment of prerepeal in­
vestments would be favorable.
Contemporaneous Auto 
Records Rule Dropped
Whatever happens to the invest­
ment credit, Congress has al­
ready modified it as it applies to 
business autos, placing an 
$11,250 limit on the cost of cars 
eligible for the credit. The cap 
applies to vehicles put into ser­
vice or leased after April 2, 1985. 
The reduced credit is intended to 
offset the revenue lost because of 
the recent repeal of the require­
ment that contemporaneous rec­
ords be maintained on business 
cars and other assets that could 
also have personal uses, such as 
personal computers.
The “adequate records” needed 
to document use of such property 
revert to those that prevailed prior 
to adoption of the contempo­
raneous-record rule.
Highlights of President’s 
(and ways they could
The attractive salary reduction retire­
ment plans that let employees defer 
taxes on a part of their income would be 
made less attractive for some individu­
als. The ceiling on contributions into 
such 401(k) plans, now the lesser of 
$30,000 a year or 25 percent of the 
taxpayer’s compensation, would be 
lowered to $8,000, less any contribu­
tions the employee might make into an 
Individual Retirement Account. (Plans 
set up under collective bargaining 
could be retained as is until the agree­
ments expire.)
The administration proposes much 
stricter rules for deductions currently 
available for expenses incurred for 
business purposes, such as entertain­
ment, business meals and travel. Gen­
erally, no deduction would be allowed 
for entertainment activity expenses. 
Business meals would be deductible if 
they are ordinary and necessary and 
served in a clear business setting. Even 
then, the cost would be deductible only 
up to $25 per person, plus 50 percent of 
the cost above that amount.
Except where medical reasons make it 
necessary, there would be no deduction 
for travel on ocean liner, cruise ship or 
other luxury water transportation in ex­
cess of the cost of other available busi­
ness transportation. No deduction for 
conventions or seminars aboard ships. 
Also, nonreimbursed business ex­
penses, miscellaneous itemized deduc­
tions, plus state and local taxes other 
than income taxes paid in connection 
with an income-producing activity, 
would all be lumped and the deduction 
limited to the extent that the total ex­
ceeds 1 percent of adjusted gross 
income.
Real Estate Affected 
In Several Ways
Restrictions that the Reagan plan would 
impose on some real estate investments 
have leaders of that industry deeply 
concerned but hopeful of being able to
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5Proposed Tax Law Changes 
affect financial planning)
modify the changes. For example, the 
"at-risk" rules that cover other types of 
investments would apply to real estate 
activities too, in the case of individuals 
and certain activities of closely held 
companies. This means investors 
would be able to deduct losses only to 
the extent of amounts they have actually 
invested. An estimate by the accoun­
tants for the National Realty Committee 
is that for a commercial building to be 
feasible as an investment under such 
rules—earning at least a 10 percent re­
turn—prevailing rents would have to 
rise by 21 percent.
Further depressants for real estate are a 
proposed lengthening of depreciation 
schedules and the ending of capital 
gains treatment on the sale of a build­
ing. The latter change would also apply, 
phased in over several years, to timber, 
coal, iron ore and some farm output.
Investments in second homes, under 
the administration plan, would in most 
cases have to be treated either as invest­
ments or homes—not both. Almost any 
use of the place by the owner would 
eliminate investment deductions. In ad­
dition to the fact that state and local 
taxes would no longer be deductible, 
deductions for interest on second 
homes and consumer loans would be 
limited to $5,000 plus the amount of net 
investment income.
These provisions, it is predicted, would 
sharply diminish demand for second 
homes that are not held strictly for in­
vestment. They might also deflate 
prices on vacation-type dwellings, 
prompting people to buy without regard 
to the tax situation.
Another proposal affecting real estate 
investments would repeal the credit for 
rehabilitating historic structures. And 
the industry would also feel pinched by 
removal of the exemption for interest on 
state and local bonds issued for certain 
nongovernmental purposes—a pri­
mary source of funds for low-income 
housing. If this proposal holds up. there 
could be a spate of bond issues before 
the end of the year—to beat the 
deadline.
The prospects for municipal bonds gen­
erally—especially of the short-term, 
low-yield variety—would also be af­
fected by the reduction of the maximum 
individual tax rate to 35 percent, men­
tioned earlier. Long-term, higher-yield 
bonds would be less affected. In fact, 
the loss of other investment oppor­
tunities as a result of tax changes might 
even make them especially attractive, 
analysts predict.
Because of the threatened loss of deduc­
tions for state and local taxes, investors 
who do go for municipal bonds may 
want to confine their purchases to 
bonds issued within their own states. 
Otherwise they may have to pay taxes to 
the home state, without being able to 
deduct those payments on federal tax 
returns, whereas a home-state bond 
might not be taxed at all.
Family Finances May 
Need to Be Reviewed
Repeal of the two-earner deduction, de­
signed to lessen the marriage penalty 
for working couples, together with 
other proposed changes, could cause 
some families to reconsider their mode 
of living. One of the other proposals, 
replacing the child- and dependent-care 
tax credit with a deduction, would di­
minish the tax break for low-income 
families in relation to that of wealthier 
families.
Currently, both spouses are encouraged 
to hold paying jobs by the law that gives 
each the opportunity to pay up to 
$2,000 a year into Individual Retire­
ment Accounts (IRAs).This law would 
be continued, but the advantage to 
working couples would be removed by 
extending the right to all couples, re­
gardless of how much income is gener­
ated by the lower-income spouse.
Families also would be strongly dis­
couraged from setting up 10-year 
“Clifford trusts,” often used by parents 
to transfer assets, and the income they 
earn, to family members in lower tax 
brackets. The proposal is to make un­
earned income of children under 14 de­
rived from property obtained from their 
parents taxable at the parents’ marginal 
tax rate (unless the parents report a net 
loss on their return). This rule would 
only apply to the extent that the child’s 
unearned income exceeded the $2,000 
personal exemption. Gifts to young­
sters under the Uniform Gifts to Minors 
law would also be affected.
With such arrangements threatened, the 
question to be asked by parents consider­
ing them might be whether they would 
be “grandfathered” in if the law were to 
pass. They would not; the rule would 
apply to all income earned by new or 
existing trusts after next January 1.
A parent could not salvage much by 
replacing a Clifford trust with an insur­
ance annuity policy, either, for the Rea­
gan plan would tax the buildup of value 
in certain life insurance policies—even 
before the cash is withdrawn. If, as the 
tax debate proceeds, it looks as though 
this will pass, investors may be ex­
pected to apply in large numbers for 
insurance that builds cash values, for 
the rule would apply only to policies 
issued after enactment of the new law. 
(The insurance industry has mixed feel­
ings about an impending feast, fol­
lowed by famine.)
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6Five Financial Planning Areas
1 2 3
1 Business Results and Benefits Planning
■ Company Operating Structure Planning
■ Income Tax Analysis and Planning
■ Personal Earned Income Planning
■ Owner/Employee Benefit Planning
2 Asset Management
■ Financial Statement Analysis and Planning
■ Investment Analysis, Selection and Management
■ Education Analysis and Planning
■ Retirement Analysis and Planning
3 Estate Planning
■ Proper Beneficiaries of Estate Assets
■ Minimize Estate Transfer Costs
■ Adequate Proceeds for Estate Beneficiaries
4 Income Tax and Cash Flow Planning
■ Income Tax Analysis and Planning
■ Cash Flow Analysis and Planning
■ Liability Structure and Repayment Planning
Risk Management
■ Death
■ Disability
■ Medical Expenses
■ Property and Liability
Goals.. .(Continued from page 3)
the objectives will be. At the same 
time, it is often possible to find two 
equally safe investments one of which 
pays off at a much higher rate than the 
other: 10-percent-plus EE government 
savings bonds, for example, versus a 
5¼-percent savings account. That’s 
where the knowledgeable investment 
adviser comes in—putting you into in­
vestments that will earn the most while 
disturbing your sleep the least.
Look to Future with Cash-Flow Chart
To make financial planning a continu­
ous process, with a regular feedback of 
information to show how you are 
doing, prepare a simple cash-flow 
chart—a week-by-week or month-by- 
month projection of all the money that 
will pass into and out of your hands for 
the next year or two, or even longer. Try 
to include every significant amount, in­
cluding once-a-year items such as
bonuses or holiday gifts. This will indi­
cate when extra funds will be needed— 
to pay a tax bill, perhaps—and when 
you will have a temporary surplus and 
may be looking for a place to “park” the 
excess profitably for a while. Most im­
portant, a cash-flow projection will in­
dicate what disposable funds will be 
available for investment on a regular 
basis.
CPA Client Bulletin
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7Recent Law Revisions Already Affect 
Financial Plans of Virtually Everyone
No one has to borrow trouble from the 
future; there are already plenty of new 
provisions on the books to influence 
our financial plans, including these 
provisions of the 1984 Tax Reform Act:
□ Extending the tax-straddle rules 
to apply to stock options.
□ Taxing the market discount on 
newly issued bonds as ordinary 
income.
□ Taxing no-interest and low-inter­
est loans.
□ Reducing the holding period for 
long-term capital gains to six 
months.
If you are so unfortunate as to have a 
divorce impending, the 1984 act made
Review Insurance Program
Some might argue that if other 
provisions for one’s future se­
curity are adequate, life insur­
ance can be dispensed with. But 
those who believe this are in a 
dwindling minority, and they do 
not include most of the people 
who engage in financial plan­
ning. More often than not, insur­
ance is a part of such plans. In 
fact, the recent upsurge of inter­
est in financial planning is said to 
have been a powerful stimulus to 
the insurance industry.
Certainly a review of present in­
surance coverage—not just life 
but other types as well—will be 
part of the planning program. 
Such a review may reveal
□ Gaps in the coverage.
□ Inadequacy of amounts of 
certain types of coverage.
□ Excessive coverage in other 
areas, especially in light of 
investments and other 
assets.
□ Redundant coverage—sep­
arate policies protecting 
against the same sort of 
loss.
□ Coverage that could be ob­
tained for lower premiums. 
some significant changes, chief of 
which is that in most cases alimony now 
is deductible by the spouse who pays it 
and taxable income for the one who 
receives it. The recipient can treat ali­
mony payments as compensation that 
qualifies for investment in an Individ­
ual Retirement Account. The transfer 
of property between spouses in most 
cases is regarded as a nontaxable gift.
1985 Taxes Should Figure 
In One’s Planning, Too
While pondering the long-term finan­
cial future, there’s no reason to over­
look the short term, estimating your tax 
prospects for 1985. (The administra­
tion’s tax simplification proposals, if 
adopted, will not affect 1985 tax 
returns.)
To project what your 1985 tax bill will 
be:
□ Add up probable taxable in­
come—wages, bonuses, rents, 
royalties, taxable portion of cap­
ital gains, alimony, refunds of 
state taxes or other recovered 
amounts previously deducted. 
Subtract your expected adjust­
ments—business and investment 
expenses, tax-protected pension 
contributions such as IRAs, ali­
mony paid and the working-cou­
ple deduction.
□ Also subtract personal deduc­
tions—medical expenses in ex­
cess of 5 percent of adjusted gross 
income, casualty losses in excess 
of 10 percent (plus $100), state 
and local taxes paid, interest paid, 
contributions and other.
□ Add back your zero-bracket 
amount.
□ Subtract your personal exemp­
tions of $1,000 (plus the inflation 
factor) and you are left with taxa­
ble income. From this, subtract 
any credits you may expect to 
have, such as those for child or 
dependent care, energy improve­
ments, political contributions or 
investments in business assets.
□ Take the result to the tax tables (in 
the instructions that came with 
last year’s tax-return forms) to 
learn what taxes you can expect to 
pay this year. Apply the amount 
you will have had withheld, or 
paid in estimated taxes, to learn 
the approximate balance that will 
be unpaid.
Then What?
If the estimate of your 1985 taxes indi­
cates you will be substantially over­
withheld—more than just a couple of 
hundred dollars, let’s say—increase the 
number of withholding allowances on 
the Form W-4 on file with your em­
ployer. Each allowance will adjust the 
estimated income, and the taxes 
thereon, by the amount of one exemp­
tion. If you claim 15 or more al­
lowances, the IRS may require an 
explanation.
Don’t Pass Up the Big 
Estate Tax Exemption
The law now exempts from estate taxes 
bequests to one’s spouse, no matter how 
large. In addition, a part of the estate 
not left to a spouse also is exempt. The 
exempt amount in 1985 is $400,000; 
next year it goes to $500,000; and in 
1987 to $600,000.
Those who are wealthy enough will be 
looking for ways to protect estates 
above these amounts. Usually, their 
best course is not simply to leave every­
thing to the spouse—that would just 
postpone the taxes until his or her 
death.
The solution may be to put an “exemp­
tion equivalent”—the amount of the 
nonspousal exemption, or $400,000, 
this year—into a trust fund, with the 
spouse designated to receive the in­
come from the trust during his or her 
lifetime, after which the money would 
go to the heirs you designate, tax-free.
Care must be taken to prevent such a 
trust from being taxed as part of the 
spouse’s estate, so professional guid­
ance is recommended.
CPA Client Bulletin
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8Alternative Minimum Tax: The Fly 
In the Financial Planning Ointment
One big obstacle to tax planning is the Alternative Minimum 
Tax (AMT). This is a tool used by government to extract at 
least some taxes from those who, despite high earnings, 
minimize their obligations by taking advantage of tax prefer­
ence items. The latter are perfectly legal tax-avoidance de­
vices such as stock options, exclusion of part of long-term 
capital gains, accelerated depreciation, percentage depletion 
and tax-shelter write-offs.
But the AMT affects not only the wealthy and those who fine­
tune their finances to the tax laws. Folks with conventional 
financial arrangements, often including those in quite mod­
est circumstances, can be hit too—someone, for example, 
who has realized a once-in-a-lifetime capital gain, or who 
has bought an expensive piece 
of business equipment 
(thereby qualifying for the in­
vestment tax credit) or who 
has taken advantage of a long­
standing stock option pro­
vided by his boss.
The AMT requires such tax­
payers to add back to taxable 
income innocuous items like 
the dividend exclusion, the ex­
clusion of all-saver interest and certain excess accelerated 
depreciation.
Also, the AMT is a flat tax; the rate is 20 percent of AMT- 
taxable income over $30,000 for single taxpayers, $40,000 
for joint-filing couples. After totting up your income tax the 
normal way, a person who might be subject to AMT com­
putes the tax on that basis too, then pays whichever is higher.
Is there no way a taxpayer can arrange his or her affairs to 
lessen the likelihood of owing an AMT—to minimize the 
.amount? Well, one possibility is that if the prospect of owing 
AMT looms, one might reverse the usual strategy and bring 
additional income into the current year, the idea being that 
this could avoid or minimize AMT next year.
Deductions Not Often Planned
Otherwise, most of the deductions that are allowed against 
adjusted gross income (AGI) in computing the AMT, such as 
medical expenses and casualty losses in excess of 10 percent 
of AGI and wagering losses, don’t provide much help—they 
are not the sort of deductions one usually plans for. The 
deductions areas in which one does have some room to 
maneuver are pretty well confined to charitable contribu­
tions, qualified housing interest and other interest that does 
not exceed a given amount.
Those who may be susceptible to the AMT—persons with 
exceptional deductions or other tax preferences this year— 
should see their CPA tax adviser now for help in planning for 
the AMT.
A Proper Will Is the Tool
To Make Estate Plan Work
A proper will can control the timing of the distribution of 
assets, minimize the amount that goes for estate settlement 
expenses and taxes and prevent legal challenges, red tape and 
prolonged paperwork or litigation.
But to achieve all this the will should be drafted by an 
attorney; it is not a fitting do-it-yourself project.
Despite frequent reminders of the perils of having no will— 
even one written by oneself—millions of persons remain 
will-less. So, for them, once more, here is what can happen 
when they die:
□ Their assets will fall under the intestacy laws, which 
means the state will cut up the pie.
□ Someone they particularly wish to take care of could be 
cut off without a cent.
□ Dependent children could be placed in the care of 
guardians other than those they would select.
□ Much more than is necessary could be spent on admin­
istrative expenses and taxes.
Because of the revisions of the estate tax rates in 1981, 
including the elimination of taxes on what is left to a spouse, 
a will is a vital part of an estate plan. Both spouses should 
have one. The provisions of the two wills should be coordi­
nated with each other and with other financial plans.
Be sure the will is reviewed when basic changes occur in your 
life, such as a marriage, divorce, birth, death, transfer to 
another state, drastic increase or decrease in your assets or 
income or when federal estate and gift tax laws or state 
inheritance tax laws are amended.
When you go to your lawyer to have the will drawn, you can 
reduce the lawyer’s billable time by bringing along certain 
information:
□ The name of the person or persons you have chosen to 
be the executor(s).
□ Names and addresses of those who are to receive spe­
cific pieces of property.
□ Names of those who will receive the residuary estate, 
and the shares to go to each.
□ Name of the person or persons you wish to be the 
guardian(s) of your children.
□ Instructions as to what part of the estate will be used to 
pay income, estate and inheritance taxes.
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Exhibit 2-12
AICPA NEWS
American Institute of Certified Public Accountants
1211 Ave. of the Americas, New York, N.Y. 10036-8775 (212) 575-6200
To: Participants in AICPA CPE Group Study Courses
From: Luci de Haan, AICPA Public Relations
Re: Local News Releases
The attached news release is a sample of the type of local 
release that can attract attention to you and your firm, 
business or educational institution. Your efforts to continue 
learning in a field that is always changing deserve recognition.
To use this release, simply have it retyped on your 
organization's letterhead. Use the same basic format as the 
sample. The contact should be the individual in the 
organization who most often talks with local media people.
While the fact that you have been furthering your professional 
education is the peg on which to hang the story, it is the 
local attribution that gets it into print. You and your firm, 
business or educational institution are the local attribution. 
Therefore, information about you and your organization and its 
area of expertise and operation is important.'
Once your release is retyped on your letterhead, check it for 
errors. Then, send it to local papers. If someone has a 
personal contact on a paper, send it to that individual.
it I can provide any further guidance, please call me at (212) 
575-5262.
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FOR IMMEDIATE RELEASE
CONTACT: Luci de Haan
(212) 575-5262
AREA CPA ADVANCES HIS/HER ACCOUNTING EDUCATION
_ (Name)_______ , a CPA from_____(town) , recently 
attended a program offered by the  (state)_____ State
Society of CPAs. The course, ____ (course title)____ , is
prepared by the Continuing Professional Education Division of 
the American Institute of Certified Public Accountants (AICPA) 
to further the knowledge of CPAs in the continually changing 
field of _____________________________ .
_ (Name)______  is a _______ (title)_____  with (CPA 
firm/company/government unit)_____  of ____ (location)______ .
(Add professional credentials, offices held, community service 
activities or educational background).
Continuing professional education courses, offered on such 
subjects as accounting and auditing, tax, and advisory 
services, are designed to maintain and promote professional 
competence, increase CPAs' skills and insure a continued high 
level of service to the public.
The AICPA is the national professional organization of 
certified public accountants representing a membership of more 
than 231,000 CPAs. In addition to providing continuing 
professional education, the organization sets audit standards, 
enforces the code of professional ethics and prepares and 
grades the Uniform CPA Examination.
-end-
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Unit 3 Introduction
To facilitate a modular approach to the financial planning process, this 
technical unit is divided into nine modules:
1. General information
2. Financial statement analysis
3. Cash flow planning
4; Income tax planning
5. Risk management
6. Investment planning
7. Educational funding
8. Retirement planning
9. Estate planning
The modular approach enables a CPA to limit the scope of a PFP engagement 
to the planning areas of primary concern to the client. The general 
information module is intended for use in every PFP engagement; the other 
modules are used as needed to fulfill the requirements of the particular 
engagement.
Data needed for each major planning area can be gathered by using data- 
gathering forms such as those illustrated in each module of this unit.
Most modules have both short and long data-gathering forms. The short form 
is intended to collect the minimum information that would be needed in the 
planning area. The long form collects data needed in more complex 
situations. The CPA can select the data-gathering form most suitable to 
the engagement and tailor it to his needs. One possibility is to have the 
client complete the short form before the initial interview and obtain 
additional required information during the client interview.
In addition to the data-gathering forms and a discussion of the planning 
area, each module, except the general information module, also contains 
blank sample workpapers as well as an illustrative client situation with 
filled-in workpapers and a client recommendation.
Some of the data-gathering forms and workpapers are included because they 
may be useful for a particular client need or request. Others will not be 
required because the CPA has a more efficient method to obtain the infor­
mation or make the computation. Some may not be needed because the CPA can 
obtain the analysis using spreadsheet templates or other software. 
Consequently, no engagement will require all of. the data-gathering forms 
and workpaper exhibits; many will not be needed even for comprehensive 
engagements.
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INTRODUCTION
Because the PFP process involves interrelationships of many factors, the 
data covered in this module is useful background information for most PFP 
engagements. This module includes a general discussion of financial objec­
tives at different ages as well as data-gathering forms to obtain basic 
family data, relevant documents, information about a client’s financial 
goals, documentation of a client’s assumptions that underlie the planning 
process, and the client’s attitudes toward investment and risk issues. 
Much of the information may already be included in other files pertaining 
to the client. In such cases, it would not seem necessary to complete the 
entire data-gathering questionnaire.
A client and spouse may have different financial goals and objectives, 
attitudes toward risk, and investment preferences. To identify such dif­
ferences, many CPAs recommend that the client and spouse separately 
complete questionnaires, such as exhibits 3-1B, 3-1C, 3-1D, and 3-1E.
Because the data-gathering questionnaires include information that is sub­
jective in nature, the CPA should ascertain that the attitude question­
naires are clearly understood and translated into quantitative terms. A 
client may desire financial self-sufficiency, to take one example. That 
goal, however, should be expressed in a dollar amount and understood in 
relation to other goals and attitudes that may not be compatible. The 
information in those questionnaires may also help the CPA determine the 
client’s priorities in choices between aggressive income tax strategies and 
the safety of investment principal or liquidity objectives.
In any engagement, the CPA decides whether to ask the client to complete 
the data-gathering questionnaires, to complete them in an interview, or to 
have staff prepare them from client data. Although this decision is 
largely a matter of practice style, a significant challenge in the planning 
process is the gathering of sufficient relevant data to conduct a pro­
fessional engagement. Accordingly, the practitioner should monitor, 
control, and document the data-gathering function to ensure efficiency, 
timeliness, and conformity with professional standards.
Life Cycle Financial Objectives
Both identification of a client’s financial goals and arranging priorities 
among them are critical to any PFP engagement. Tools such as those 
discussed in this module may help in that process. In working with 
clients, however, CPAs may also want to consider the financial goals and 
objectives normally associated with the clients’ life cycle positions.
Clients*  financial planning needs differ for various reasons, including 
age, marital status, and family size. Listed below are some guidelines for 
financial objectives at different ages, with consideration of the special 
concerns of clients with dependents. Note that they are not all-inclusive 
and are only guidelines. Individual clients will of course differ in their 
financial concerns.
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Summary of Financial Objectives at Different Ages
During their twenties, clients are usually encouraged to —
o Develop habits of saving and investing.
o Prepare annual budgets with a savings component of 5 to 10 percent.
o Accumulate a down payment for a home and an emergency fund of approxi­
mately six months' expenses.
o Develop a favorable credit rating.
o Begin an investment program with long-term growth potential.
o Establish a retirement savings vehicle.
o Determine insurance needs and obtain adequate coverage: disability, 
major medical, property, liability, and, if the client has dependents, 
life insurance.
o Have a will prepared and sign it. It should include a guardianship 
provision if the client has children.
During their thirties, clients are usually encouraged to —
o Budget and control discretionary expenses.
o Continue an investment program and consider both growth and tax savings. 
o Coordinate overall tax planning.
o Contribute to tax deferred retirement plans, such as 401(k) plans, 
Keogh plans, qualified corporate plans, and IRAs.
o Plan education funding for children. Consider savings, trusts, gifts, 
custodial accounts, tax deferred investments, and so forth.
o Reconsider insurance needs, especially disability and, if needed, 
life insurance.
o Update wills for changing family situations.
During their forties, clients are usually encouraged to —
o Provide education funding for children and funding for other monetary 
support the client desires to provide for family members. Consider 
gifts, trusts, home equity loans, unsecured lines of credit, and so 
forth.
o Increase savings as family expenses decline.
o Contribute to retirement savings, including tax-deferred retirement 
savings.
o Seek investments that will maximize long-term asset accumulation. 
Consider the tax advantages and growth potential of investments.
o Reevaluate insurance needs as children become independent.
o Develop an estate plan, including gifts and trusts.
During their fifties, clients are usually encouraged to —
o Increase annual savings to 10 or 15 percent of gross income.
o Plan retirement — activities, location, expenses, and so forth. 
Adjust retirement savings as necessary to accumulate sufficient 
retirement funds.
o Develop a more conservative investment program, still focusing on 
growth of capital, hedges against inflation, and tax savings or 
deferral.
o Monitor estate plan; modify it, as necessary.
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During their sixties and retirement, clients are usually encouraged to—
o Update retirement plan — activities, location, expenses, and so 
forth.
o Restructure investments to provide retirement income.
o Pay off mortgage, if indicated by tax and financial considerations. 
o Reduce other debt to an amount that can be carried after retirement. 
o Decrease discretionary expenses, if necessary.
o As a hedge against inflation, hold some investments that will provide 
growth.
o Evaluate investments, including tax considerations.
o Reconsider insurance needs; may be able to decrease life and 
disability insurance. Maintain adequate Medicare supplementary 
insurance.
o Update estate plan; consider gifting program; update will.
3-1.03

GENERAL INFORMATION
DATA-GATHERING FORMS

Exhibit 3-1A
(1 of 4)
Family Data
Date ______________
Social Security Date of
1. Full names: _____ Number Birth
You____________________________________________ ________________ _________
Your spouse___________________________________  ________________ _________
Date and place of marriage_____
Have either of you been married previously? ______________________________
2. Addresses and telephone numbers:
Home_________________________________________________________________________
Business______________________________________________________________________
Spouse’s business___________________________________________________________
3. Occupations and titles:
You___________________________________________________________________________
Your spouse_____________________________________________________
4. Children:
Social Are You Their
Date of Security Primary Source
Name Birth Number of Support?
(a) _____________________________ ________  ____________ _______________
(b) _____________________________ ________  ____________ _______________
(c) _____________________________ ________  ____________ _______________
(d) _____________________________ ________  ____________ _______________
Do your children have any special support needs, such as private school, 
special lessons, medical problems? _______  If so, please describe:_______
3-1.07
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5. Grandchildren:
Their Parents
(a) ____________________________
(b) ____________________________
Date of
Names of Grandchildren Birth
(1) _______________________ _______
(2) _______________________ _______
(3) _______________________ _______
(1) ________________________ _______
(2) ________________________ _______
(3) ________________________ _______
Do you provide any financial support to your grandchildren? ______  If so,
please describe:______________________________________________________________
6. Parents still living
You Your Spouse
Father
Name Name
Address Address
Date of Birth Health Date of Birth Health
Financial Status Financial Status
Mother
Name
Address
Name
Address
Date of Birth Health Date of Birth Health
Financial Status Financial Status
3-1.08
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Do you provide or anticipate providing financial support to your parents? 
______  If so, please describe______________________________________________
7. Do you provide or anticipate providing financial support to others?______
If so, please describe_____________________________________________________
3-1.09
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Advisers
Names, addresses, and telephone numbers for those that apply:
1. CPA:___________________________________________________________________________
2. Attorney:_____________________________________________________________________
3. Insurance adviser(s):________________________________________________________
4. Banker and trust officer:____________________________________________________
5. Investment adviser:__________________________________________________________
6. Stockbroker:__________________________________________________________________
7. Trustee(s):___________________________________________________________________
8. Executor(s):__________________________________________________________________
9. Designated guardian(s) for children and children’s property:______________
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Goals Worksheet
Listed below are some common personal goals. Indicate the relative importance 
you attach to each goal by circling the appropriate number. Feel free to add 
other goals that are important to you.
Importance to Me 
High Medium Low
5 4 3 2
5 4 3 2
5 4 3 2
1 Maintain present standard of living
1 Improve present standard of living
1 Improve future standard of living
5 4 3 2 1
5 4 3 2 1
5 4 3 2 1
Financial independence at age 65
Financial independence before age 65 (age___ )
Total retirement at age ___
5 4 3 2 1
5 4 3 2 1
5 4 3 2 1
College education for children
Support of adult children 
Distributing wealth to heirs
54321 Support of parents or parents-in-law
54321 Support of surviving (dependent) spouse
54321 Supporting political or philanthropic causes
54321 Change or modify career activities
54321 Pursue family or social activities
54321 Pursue other personal activities or experiences 
54321 Change or modify nature or scope of business enterprise
54321 Transfer control of business enterprise to others
54321 Transfer ownership of business enterprise to others 
54321 Saving regularly
54321 Peace of mind regarding financial condition
54321 Protection against financial loss
5 4 3 2
5 4 3 2
5 4 3 2
5 4 3 2
5 4 3 2
5 4 3 2
5 4 3 2
Unusual expense within foreseeable future:
1 Change of residence
1 New automobile
1 Vacation house or recreational item
1 Extraordinary travel
1 Education for self or spouse
1 Education for children
1 Children’s weddings
5 4 3 2 1 ______________________________________________________________
5 4 3 2 1 ______________________________________________________________
5 4 3 2 1 ______________________________________________________________
5 4 3 2 1 ______________________________________________________________
Copyright, 1987. LINC, Inc., Nashville, Tenn. Used with permission.
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Exhibit 3-1C
(1 of 3)
Assumptions and Objectives
(1) The following questions are designed to aid you in defining your financial and 
investment objectives. Circle the appropriate number. Feel free to add other 
goals that are important to you.
Importance to Me
High Medium Low
5 4 3 2 1 Retire comfortably
5 4 3 2 1 Provide for my children’s education
5 4 3 2 1 Minimize income taxes
5 4 3 2 1 Provide for my survivors in the event of my death
5 4 3 2 1 Structure my estate to minimize estate taxes
5 4 3 2 1
5 4 3 2 1
5 4 3 2 1
(2) How important to you are the following investment objectives?
Importance to 
High Medium
 Me 
Low
5 4 3 2 1 To increase current income
5 4 3 2 1 To diversify my investments (that is, have a variety of 
investments to spread risks)
5 4 3 2 1 To have cash available for emergencies or investment 
opportunities (liquidity)
5 4 3 2 1 To accumulate funds that will keep pace with inflation or 
do better than inflation
5 4 3 2 1 To use borrowed funds to increase return from my 
investments (leverage)
5 4 3 2 1 To minimize time managing my investments
5 4 3 2 1 To protect the safety of my invested principal
Copyright, 1987. LINC, Inc., Nashville, Tenn. Used with permission.
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(3) What is your attitude toward risk? Check the one that best describes 
your attitude:
___ Strongly dislike risk, prefer very safe investments, such as insured 
savings accounts and government securities.
___ Prefer low-risk investments with a known yield, such as highly rated bonds.
___ Willing to assume some risk, such as stocks and mutual funds.
___ I am a risk-taker and prefer speculative stocks and other investments 
that have an uncertain, but possibly substantial, return.
(4) Do you expect any inheritances, legal settlements, or gifts that may
affect your financial future? _____  If so, please explain:
(5) Are you aware of any upcoming changes in your lifestyle that may 
directly affect your present financial situation, such as early retire­
ment, divorce, or child support? If so, please explain:
(6) Do you or your spouse have any health problems that may make you retire 
at an earlier date? If so, please explain:
(7) If you were to die would your survivors want the mortgage on your per­
sonal residence to be paid off?
Who prepared your will?
If I died Yes No
If spouse died Yes No
(8) Do you have a will? _ Yes No
Address
Where is it located?________________________________
3-1.13
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(9) Does your spouse have a will? ____ Yes ____ No
Who prepared your spouse’s will? __________________________________________
Address _____________________________________________________________________
Where is it located? _______________________________________________________
Copyright, 1987. LINC, Inc., Nashville, Tenn. Used with permission.
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Exhibit 3-1D
(1 of 2)
Objectives Worksheet
In answering the following questions, consider your needs in after-tax 
dollars, excluding any income taxes. In other words, how much would you need 
if all your income came from municipal bonds (upon which no taxes are due)?
1. If today you were at the age of your desired independence and living the
lifestyle you expect to live at independence, what would be your expenses 
in today’s dollars? $_________________________ per month
2. If the spouse providing primary support were disabled for a long period 
of time, what would the family’s expenses be in today’s dollars?
$__________________________________  per month
3. If the spouse providing primary support died today, what would the fami­
ly’s expenses be in today’s dollars (excluding college expenses)?
$__________________________________  per month
What would be the after-tax earning capacity of the surviving spouse?
$__________________________________  per month
4. What college or other educational expenses do you expect for your 
children?
Expenses per
Child School Year Number of Years
5. What large unusual expenses are you planning?
Item
Automobile
Change of residence 
Vacation home
Travel/vacation
Other:________________________
Amount
$
When
What assumptions are reasonable for projecting the future?
Salary
Bonus
Profit-sharing contribution 
Thrift contribution 
Profit-sharing earnings 
Thrift earnings
19X1
$_________
$_________
$_________
$_________
_____ % 
_____ %
19X2
$___________
$___________
$___________
$___________
______ %
_____%
Future
________ %
-______ %
% 
______ % 
______ % 
______ %
3-1.15
6.
(2 of 2)
7. What inflation rate is reasonable for projecting the future?
Short-term (two to five years): _______ %
Long-term (more than five years): ______ %
Copyright, 1987. LINC, Inc., Nashville, Tenn. Used with permission.
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Exhibit 3-1E
Investment Preferences
Described below are the three primary benefits that are provided to some 
degree by all investments. No single investment maximizes all three; 
receiving more of one benefit usually means receiving less of another.
Safety of principal: The likelihood that the principal will be returned 
intact, without increase or decrease.
Cash flow: The amount of cash flow that the investment will generate 
annually.
Appreciation: The amount of gain that will be realized upon sale of the 
asset.
Indicate below the benefits you would desire from your investments by circling 
the appropriate numbers. The total of the numbers circled for "All Holdings’’ 
should equal ten, and the total of the numbers circled for your ’’Next 
Investment Only’’ should equal ten.
All Holdings Next Investment Only
Total = 10 Total = 10
Safety of principal
High Low High Low
5 4 3 2 1 0 5 4 3 2 1 0
Cash flow 5 4 3 2 1 0 5 4 3 2 1 0
Appreciation 5 4 3 2 1 0 5 4 3 2 1 0
Listed below are four characteristics of investments. Unlike the benefits 
above, you can have as much or as little of each characteristic without 
affecting the others. Trade-offs are involved, however, because each 
characteristic has both favorable and unfavorable aspects.
Liquidity: The ease of converting the investment to cash within a short 
time.
Debt: The extent to which you are personally obligated for debt associ­
ated with the investment.
Risk and return: The degree of uncertainty about the results of the 
investment and the magnitude of the total return. In most cases, 
increased risk should mean increased return.
Management effort: The degree to which you are personally involved with 
the operation and decision-making aspects of the investment.
Indicate below your preference for those characteristics:
All Holdings Next Investment Only
High Low High Low
Liquidity 5 4 3 2 1 5 4 3 2 1
Debt 5 4 3 2 1 5 4 3 2 1
Risk and return 5 4 3 2 1 5 4 3 2 1
Management effort 5 4 3 2 1 5 4 3 2 1
Copyright, 1987. LINC, Inc., Nashville, Tenn. Used with permission.
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Exhibit 3-1F
(1 of 2)
Documents
The checkmarks indicate the documents we will need from you. Ignore any
that do not apply to you.
Personal
___ Copies of current wills
___ Copies of any trust agreements in effect
___ Copies of federal income tax returns for the last three years if not 
prepared by the CPA preparing your financial plan
___ Annual reports, tax returns, and other agreements regarding ownership in 
closely held corporations, partnerships, joint ventures or other 
businesses
___ Information pertaining to investment ventures, partnerships, joint ven­
tures, stocks, bonds, mutual funds, municipal bonds, cash balances and 
so forth
___ Copies of divorce settlements, separation agreements, nuptial agreements
___ Federal gift tax returns
___ Federal estate tax returns if you have been the beneficiary of any 
estates
___ Most recent report of vested interests in pension or profit-sharing plans 
(include IRAs)
___ Documents pertaining to other corporate benefit plans (including stock 
option programs, thrift plans, hospitalization, disability insurance, 
and so forth)
___ Sale or purchase contracts
___ Copies of life insurance policies or a summary of policies owned
___ Disability insurance policies
___ Health insurance policies
___ Automobile insurance policies
___ Homeowners’ insurance policies
___ Other insurance policies (specify) ________________________________________
Current insurance offers
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___ Current investment offers
___ Deeds, mortgages, land contracts
___ Guardian nominations
___ Leases (as lessor or lessee)
___ Power of attorney or appointment
___ Appraisals for (specify)_____________________________________________________
___ Notes and other debts you owe
___ Debts owed to you
___ Other (specify) ______________________________________________________________
___ Summaries of any previous financial objectives or plans that have been 
prepared
___ Copies of personal financial statements for the last three years
Business
___ Tax returns _________________________________________________________________
___ Financial statements _______________________________________________________
___ Deferred compensation plans
___ HR-10 Plans (Keogh)
___ Simplified employee pensions (SEP)
___ Pension or profit-sharing plans
___ Stock option purchase agreements
___ Buy-sell agreements
___ Employment agreements
___ Employee benefits booklets
___ Articles of incorporation
___ Merger/acquisition agreements
___ Partnership agreements
___ Insurance policies (specify)_________________________________________________
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INTRODUCTION
In most financial planning engagements, the analysis of the client’s state­
ment of financial condition is a key component in the development of the 
overall financial plan. The statement of financial condition provides a 
snapshot of the client’s current financial situation; it contains infor­
mation about asset allocation, liquidity, leverage, and net worth.
Analysis of the statement yields information important to the CPA’s 
understanding of the client’s financial resources and personal financial 
planning needs. Such an analysis may include a comparison of the statement 
of financial condition to the client’s financial goals and objectives, 
ratio analysis, and the development of projected statements of financial 
condition.
This module includes materials and suggested formats for the development of 
a statement of financial condition, and suggestions on how to analyze the 
statement. An illustration is presented to clarify the materials.
Preparation of the Statement of Financial Condition
Depending on the complexity of a client’s financial situation, a CPA can 
gather the necessary information for preparing a statement of financial 
condition by using either the short or the long data-gathering form 
(exhibits 3-2A and 3-2B).
The statement of financial condition can more easily be used as a tool to 
analyze the client’s financial situation if the asset section of the state­
ment is categorized into liquid assets, investment assets, and personal 
assets. Liquid assets include cash and cash equivalents, such as cer­
tificates of deposit, money market funds, and U.S. Treasury bills. Liquid 
assets represent the client’s ability to meet short-term obligations and 
certain emergency situations. Investment assets have either a maturity 
date of more than a year or no maturity date, and are held to produce 
income, or for appreciation, or both. Investment assets include stocks, 
bonds, investment-grade collectibles, retirement accounts, real estate, 
partnership interests, closely held corporations, and other business and 
investment interests. Personal assets are assets held for personal use, 
such as automobiles, boats, residences, and furnishings.
Some CPAs find that classifying liabilities into short- and long-term obli­
gations makes the financial statement more useful as an analytical tool. 
Short-term obligations include debts due within twelve months, portions of 
long-term obligations due within twelve months, income taxes, and credit 
card-account balances.
Accounting for personal financial statements is discussed in the AICPA’s 
Statement of Position (SOP) 82-1, Accounting and Financial Reporting for 
Personal Financial Statements. That SOP concludes that personal financial 
statements should present assets at estimated current values and liabili­
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ties at estimated current amounts. The SOP also discusses valuation 
methods for arriving at estimated current values and amounts. Statements 
on Standards for Accounting and Review Services (SSARS) 1 and 6 and the 
AICPA’s Personal Financial Statements Guide also provide guidance on 
accounting and reporting issues. (That guidance is discussed in the sec­
tion on professional standards in unit 1.)
Some CPAs believe that the development of current value information is 
sometimes an unnecessary expense. Consequently, they may decide to prepare 
financial statements on another comprehensive basis of accounting. Current 
value accounting, however, usually results in the most useful information 
for the financial statement analysis described in this module. The asset 
valuation workpaper (exhibit 3-2C) is a tool for documenting the asset 
valuation methods used to prepare the statement. It also organizes the 
assets into three categories: liquid, investment, and personal.
The following are additional points to consider in preparing the statement 
of financial condition:
o The ownership of property, such as community property pr jointly owned 
property, should be determined under the laws of the state having juris­
diction.
o Investments in partnerships, closely held corporations, and sole 
proprietorships that are a large part of a client’s total investments 
should be shown separately from other investments.
o An asset’s current market value is the amount a willing and well- 
informed buyer would pay a willing and well-informed seller if neither 
was compelled to buy or sell. Selling costs should be considered if 
they would be material.
Analysis
Once the statement of financial condition is prepared, the CPA can perform 
ratio analysis. Exhibit 3-2D illustrates a workpaper on financial con­
dition ratios. The statement of financial condition and a ratio-analysis 
worksheet are the basic tools for financial statement analysis.
Asset Allocation
A CPA can use the statement of financial condition to assist in evaluating 
the allocation of a client’s assets. This process is different from 
assisting the client in determining the appropriate allocation of his 
investment assets; the investment planning module (module VI) discusses 
that process. In both instances, however, the evaluation of the allocation 
is guided by the client’s financial planning goals. The CPA reviews a 
client’s asset allocation for its reasonableness and appropriateness given 
the client’s financial goals and objectives, which change at different age 
levels. The general-information module (module I) includes a general 
discussion of financial goals at different age levels.
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Most young clients are concerned with accumulating and upgrading their per­
sonal assets, and generally improving the quality of their lives. As their 
children approach college age or they approach retirement age, their focus 
shifts, and should cause them to reorganize their asset structure and con­
centrate on increasing their investment assets. Clients who possess 80 
percent personal assets and 20 percent liquid or investment assets in their 
thirties may have 70 percent liquid or investment assets and 30 percent 
personal assets in their fifties. Accordingly, CPAs usually consider a 
client’s age, as well as financial goals and objectives, to determine 
whether modifications in asset allocation are needed.
CPAs generally review a client’s allocation to answer the essential 
question: Does the client’s current asset allocation support and aid the 
client in carrying out his financial objectives at his present age and 
state in life? In all likelihood, it does not. For example, in many cases 
insufficient emphasis has been given to the accumulation of investment 
assets. The financial planning process aids the client in bringing such 
misapplication of funds into focus. Asset-allocation analysis is one of 
the first steps in this process.
Liquidity. Liquid assets are the barometer indicating financial ability to 
meet certain emergencies and short-term debts. One rule of thumb is that 
liquid assets should equal about six months’ expenses. That amount varies, 
however, depending on a client’s investment strategy, employment stability, 
stage of life, and cash flow. Generally, liquid assets should be 1.5 to 2 
times greater than short-term obligations. Thus, a client’s current ratio 
should be between 1.5 and 2.0. If the current ratio is less than 1.5, the 
client may need to build up liquid assets and decrease short-term 
borrowings.
Leverage. Leverage, the use of debt to acquire assets, is often used to 
build net worth. Purchasing a residence, starting or expanding a business, 
and investing in securities and real estate may require borrowing. Of 
course, the use of leverage involves risk. A client with too much debt may 
have problems servicing it, particularly in the event of changes in the 
economy or in the client’s own circumstances.
By analyzing the client’s statement of financial condition, the CPA can 
evaluate whether the client is passing up investment opportunities by 
carrying too little debt or is at risk by being overburdened with debt. To 
begin that analysis, the CPA can compute the client’s equity percentage in 
investment and personal assets. (The short-term debt to liquid asset ratio 
is discussed earlier.) First, long-term debt is classified into debt on 
investment assets and debt on personal assets. The investment-equity ratio 
and the personal assets-equity ratio (see exhibit 3-2D) are then computed 
by dividing the assets less the related debt by the assets. The percen­
tages should normally be between 20 and 50 percent. If a percentage is 
below 20 percent, the client may have borrowed excessively against the 
assets. If it exceeds 50 percent and the client can use additional long­
term debt advantageously, he may want to consider increasing long-term 
debt, using the assets as collateral.
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Borrowing to purchase investment assets can be beneficial during infla­
tionary periods. Debt reduction may be advisable during deflationary 
periods. When deciding whether leverage is beneficial, the client should 
consider:
o The anticipated growth rate of the investment compared with the interest 
expense
o The method of debt repayment
o The opportunity costs of using available credit
Application fees, appraisal fees, origination fees, and other directly 
related expenses should be considered when evaluating the most effective 
borrowing technique. Because of the nature of the collateral, borrowings 
based on home equity should be used with discretion.
Another measure of a client’s leverage position is the debt-to-net worth 
ratio. A high ratio indicates a highly leveraged, high-risk financial 
position.
An essential consideration in evaluating a client’s debt situation is the 
client’s ability to meet the debt-service payments. Debt service is 
discussed in the module on cash flow planning.
Net Worth. Maximizing net worth is not generally an appropriate financial 
goal. Rather, net worth is the means a client uses to reach his financial 
planning objectives. Other modules show how specific objectives, such as 
education funding (module VII), retirement planning (module VIII), and 
estate planning (module IX), can be defined and quantified.
A client’s financial objectives are determined, in part, by his attitude 
toward assuming risk. Inherent in the financial planning process, however, 
is the concept of avoiding unnecessary risks—risks that do not need to be 
assumed to carry out the client’s personal financial objectives. For 
example, excessive leverage and illiquidity are usually avoided unless 
they are necessary to achieve the client’s financial objectives. While 
discussing the growth of net worth and the purpose of this growth, a CPA 
can discuss these concepts and encourage the client to avoid unnecessary 
risks.
Some clients, however, will have a financial objective to maximize net 
worth and incur significant risk to do so. They will be doing this, 
however, for other than personal financial planning objectives.
CPAs generally encourage their clients to increase their net worth over 
time. Young clients typically have little, if any, net worth, while older 
clients need to prepare for retirement by accumulating investment assets 
and reducing debt to manageable levels.
Realized increases in net worth result from earned and investment income 
and gains on sales of assets. Realized net worth decreases result from 
personal expenditures, interest expense, taxes, and losses on sales of 
assets. Unrealized increases and decreases in net worth result from asset 
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appreciation and depreciation. Asset restructuring can sometimes eliminate 
nonworking and depreciating assets and improve returns from income­
producing and appreciating assets. The cash flow module discusses the 
control of personal expenses, which also contributes to growth in net 
worth.
As a personal financial plan is periodically updated, the CPA and the 
client can look for trends in the statements of financial condition. A 
trend may indicate that a client is making financial progress or that 
changes in the financial plan are needed if the client is to achieve 
targeted financial objectives.
Workpapers
A projected financial condition workpaper (see exhibit 3-2G) is another 
tool to help evaluate whether a personal financial plan will enable a 
client to meet financial goals. (Exhibit 3-2E, the workpaper on the esti­
mated growth rate of assets, documents the financial growth assumptions 
used in the projections.) A CPA can use a workpaper such as exhibit 3-2F 
to document the key factors and significant assumptions used in the pro­
jected financial condition workpaper. In general, the assumptions used to 
develop the prospective information will be the client’s best estimate of 
future events and conditions. The CPA will need to evaluate the assump­
tions to determine that they are reasonable. The client may want to use 
some hypothetical assumptions — ”what if” assumptions — not based on the 
client’s best estimate. The CPA is not responsible for the reasonableness 
of hypothetical assumptions. In using a workpaper such as exhibit 3-2F, 
the CPA can identify the hypothetical assumptions by simply putting 
"hypothetical” in brackets after the statement of the assumption.
If the projection does not indicate that financial goals are likely to be 
reached, the CPA and client will need to consider alternative approaches 
for accomplishing the goals.
Computerizing the Process
Manual preparation and analysis of a statement of financial condition can 
be time-consuming, particularly if a client has significant assets and 
liabilities. Also, if the computations are performed manually, it is more 
difficult to develop a series of projections using different assumptions. 
CPAs have found numerous ways to handle such problems. Some depend on a 
hand-held financial calculator, such as a Hewlett-Packard 12C, for the 
inevitable manual computations they encounter in PFP. Some have developed 
or purchased spreadsheet templates to handle calculations, such as those 
required to develop the projected financial condition workpaper 
(exhibit 3-2G). Others use financial planning software to save time and 
increase their ability to compare scenarios based on different assumptions. 
For many CPAs, their methods have evolved from manual to spreadsheets to 
more sophisticated software as their PFP practices have developed.
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FINANCIAL STATEMENT ANALYSIS
DATA-GATHERING FORMS

Exhibit 3-2A 
(1 of 4)
Short Data-Gathering Form 
Financial Statement Analysis
Name __ ________________________________ Date __________________________
LiabilitiesAssets
Cash on hand and in bank — 
savings and checking $
Real estate mortgages payable
_  — see Schedule E $
Money market funds $ Automobile loan(s) — see
Schedule F $
Marketable securities —
see Schedule A $ Other notes payable to banks
— see Schedule F $
Federal obligations — see
Schedule B $ Life insurance loans -- see
Schedule C $
Cash value-life insurance—
see Schedule C $ _ Accounts and bills due $
Retirement funds — see Amounts payable to others $.
Schedule D $
Real estate — see
Schedule E $
Jewelry, collectibles,
antiques $
Household assets $
Automobiles, boats, and
other personal property $
Other assets _______________ $
Note: It is not necessary to total the following schedules and carry the 
totals to the above summaries of assets and liabilities, although you can 
if you prefer.
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Schedule A — Marketable Securities and Bonds 
Number of Bond Owner-
Shares or Face Coupon ship Tax Market Annual 
Description Value (Bonds) Rate (H,W,J) Basis Value Income
% 
% 
% 
% 
Total ______________________
Schedule B — Federal Obligations
Description
Face Value 
(Bonds)
Coupon 
Rate
Owner­
ship 
(H,W,J)
Tax 
Basis
Market 
Value
%
%
Total
Schedule C — Life Insurance
Cash
Ownership Policy Surrender
(H,W,J) Company Loans Value
Total
3-2.10
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Schedule D — Retirement Funds
Type of Fund and With Whom
Ownership 
(H,W,J)
Current 
Market 
Value
Approximate 
% Yield
Pension accounts
%
%
Profit-sharing accounts
%
%
Deferred compensation plan
%
%
IRA accounts
%
%
Keogh accounts
%
%
Total
Schedule E — Real Estate
Type of Property
Title in 
Name of
Date 
Acqu’d
Tax 
Basis
Market
Value
Mortgage Mortgage Int.
Maturity Amount Rate
%
%
%
%
Total
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Schedule F — Other Loans Payable
% 
Description
Principal 
Balance 
Remaining
Interest 
Rate
Remaining 
Term (In
Months)
Monthly 
Payment
Automobile loans
%
Other notes payable
  % 
  % 
Total
Schedule G — Contingent Liabilities
Describe _______________________________________________________________________
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Long Data-Gathering Form (1 of 11)
Financial Statement Analysis
Name Date
Estimated Approx­
imate % 
Yield
Expected
Tax Current Annual
Basis Value Income
Liquid Assets
Cash on hand %
Checking accounts (see Sch. A) %
Savings accounts (see Sch. A) %
Certificates of deposit
(see Sch. A) %
Money market funds (see Sch. A) %
U.S. Treasury bills %
Cash value of life insurance
(see Sch. G) %
Other (see Sch. A) %
Investments
Stocks and mutual funds
(see Sch. B) %
Municipal bonds (see Sch. B) %
Corporate bonds (see Sch. B) %
Federal notes and bonds
(see Sch. B) %
Closely held business (see Sch. D) %
Partnership interest (see Sch. E) %
Land (see Sch. C) %
Rental property (see Sch. C) %
Mineral interests (see Sch. C) %
Investment-grade collectibles
(see Sch. C) %
Pension accounts (see Sch. F) %
Profit-sharing accounts
(see Sch. F) %
Deferred compensation plans
(see Sch. F) %
IRA accounts (see Sch. F) %
Keogh accounts (see Sch. F) %
Notes receivable %
Other %
Personal Assets
Residence (see Sch. C) %
Vacation home (see Sch. C) %
Automobiles (see Sch. C) %
Boat/airplane (see Sch. C) %
Jewelry and art objects
(see Sch. C) %
Collections, hobbies, etc.
(see Sch. C) %
Furniture and household
accessories (see Sch. C) %
Other_______________________ %
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NOTE: It is not necessary to total the following schedules and carry the 
totals to the above summary of assets and liabilities, although you can if 
you prefer.
Schedule A — Cash and Cash Equivalents
Form Expected
of Ownership Rate of Annual
Type of Asset_____ and With Whom Return Amount Income
(1) Checking accounts
  %  
%  
  %  
Total
(2) Savings accounts
  %
%
  %
Total
(3) Certificates of
deposit and 
maturity date
  %
%
  %
%
Total
3-2.15
(4 of 11)
Form Expected
of Ownership Rate of Annual
Type of Asset_____ and With Whom Return Amount Income
(4) Money market funds
 %  
 %  
 %  
 %  
Total _______
(5) Other
  %
%
  %
%
Total
3-2.16
(5 of 11)
Schedule B — Securities*
(1) Stocks and mutual funds
No. of
How 
Owned
Pur­
chase Current Tax
Current 
Mkt.
Name Shares (H,W,J) Date Dividend Basis Value
Total
(2) Municipal bonds
How
No. of Owned Face Coupon
Issuer Bonds (H,W,J) Value Rate
(3) Corporate bonds
How
No. of Owned Face Coupon
Issuer Bonds (H,W,J) Value Rate
Total
*You may want to attach a recent brokerage statement in addition to or in 
lieu of this schedule.
3-2.17
Dates of
Pur­
chase
Matu­
rity
Tax 
Basis
Current 
Mkt.
Value
Dates of
Pur­
chase
Matu­
rity
Tax 
Basis
Current 
Mkt.
Value
%
Total
_% 
%
(6 of 11)
(4) Federal notes and bonds
How
No. of Owned Face Coupon
Issuer Bonds (H,W,J) Value Rate
Schedule C — Property and Associated Loans
(1) Real property
Description and location 
Ownership (H,W,J)
Purchase date
Purchase price
Original mortgage note
Terms of mortgage note
Monthly payments (principal and 
interest only)
Current-note balance
Annual property taxes
Annual insurance cost
Tax basis
Current market value
Property #1 
(Residence)
Property #2 
(Vacation Home, 
Rental Property, Etc.)
(2) Mineral interests
Description, location 
Ownership (H,W,J) 
Original note 
Terms of note
Monthly payment 
Note balance
Remaining units, estimated 
Tax basis
Fair market value
Property #1 Property #2
3-2.18
Total
Dates of
Pur­
chase
Matu­
rity
Tax 
Basis
Current 
Mkt.
Value
(7 of 11)
(3) Investment-grade
collectibles Item #1 Item #2 Item #3
Description _________________ _________________ _____________  
Ownership (H,W,J) _________________ _________________ _____________  
Original note _________________ _ ________________ _____________  
Terms of note _________________ _________________ _____________  
Monthly payment _________________ _________________ _____________  
Note balance _________________ _________________ _____________  
Tax basis _________________ _________________ _____________  
Current market value _________________ _________________ _____________
(4) Personal property (automobiles, boats, airplanes, etc.)
Item #1 Item #2 Item #3 
Description of asset _________________ _________________ _____________  
Ownership (H,W,J) _________________ _________________ _____________  
Purchase date _________________ _________________ _____________  
Purchase price
of asset ________________ _________________ _____________  
Original note _________________ _________________ _____________  
Terms of note _________________ _________________ _____________  
Monthly payment _________________ _________________ _____________  
Note balance _________________ _________________ _____________  
Tax basis _________________ _________________ _____________  
Current market value _________________ _________________ _____________
3-2.19
(8 of 11)
(5) Other Personal Property (As of 19__)
Item
Ownership 
(H,W,J)
Year of 
Purchase
Tax 
Basis
Current 
Value
Total
3-2.20
(9 of 11)
Schedule D — Business Interest
Business name __________________________________________________________________  
Principal activities __________________________________________________________  
Business ownership (H,W,J) ___________ Percent of business ownership ______ % 
Business form (corporation, S Corporation, partnership, and so forth) _____
Is there a buy-sell agreement? _______________ Date of agreement ____________ 
Original capital contributed $_______________ Additional capital $___________ 
Estimate of current market value $________________________
Comments on business interest: _______________________________________________
Schedule E — Partnerships
Expected 
Annual 
Increase 
Date of Fair Expected in Fair
Pur- Tax Market Annual Market
Description chase Cost Basis Value Income Value (%)
______________________ _______ _______ _____ ____ %
   %
   %
   %
   %
Total
Note: Please provide estimates of taxable income or loss for partnerships, 
if available, as well as copies of forms K-1, subscription docu­
ments, prospectuses or any other information that will enable us to 
determine your current tax basis and expected taxable income or loss 
in the partnership.
3-2.21
(10 of 11)
Schedule F — Retirement Funds
Type of Fund and With Whom
(1) Pension accounts
Ownership 
(H,W,J)
Current 
Market 
Value
Approximate 
% Yield*
*Yield is based on current market value.
%
%
(2) Profit-sharing accounts
%
%
(3) Deferred compensation plans
%
%
(4) IRA accounts
%
%
(5) Keogh accounts
%
%
Total
3-2.22
(11 of 11)
Schedule G — Life Insurance
Ownership
Name of Company
Policy 
Number Cash Value
Policy 
Loan
Total
3-2.23

FINANCIAL STATEMENT ANALYSIS
WORKPAPERS

Exhibit 3-2C
Asset-Valuation Workpaper
Objective: To document the method used to value assets on the statement of 
financial condition.
Asset Method and Source for Valuing Asset
Liquid Assets
Certificates of deposit ____________________________________________
Money market funds _____________________________ ______________
Stocks and mutual funds __________________________________________ _
Municipal bonds __ _________________________________________
Corporate bonds ___________________________________________
Federal notes and bonds ___________________________________________
CSV of life insurance ____________________________________________
Other: ______________________________
Investments
Closely held business ____________________________________________ 
Partnership interest ____________________________________________ 
Land ____________________________________________ 
Mineral interests ____________________________________________ 
Rental property ____________________________________________ 
Investment-grade collectibles ___________________________________________  
Pension accounts _______ ____________________________________  
Profit-sharing accounts ____________________________________________ 
Deferred compensation plan ___________________________________________  
IRA accounts ___________________________________________  
Keogh accounts ____________________________________ _______  
Other: ___ ________________ ________
Personal Assets
Residence
Vacation home 
Automobiles 
Boat or airplane 
Jewelry
Art objects 
Furniture
Household accessories 
Other:
11/87
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11/87
Exhibit 3-2E
Estimated Growth Rate 
of Assets 
Objective: To document the financial growth assumptions used to develop 
prospective financial information.
Estimated Annual
_______ Description____________ Growth Rate Source for Estimate
Inflation rate % ____________________
Liquid Assets
Certificates of deposit  %
Money market funds %
Stocks and mutual funds %
Municipal bonds
Corporate bonds   %
Federal notes and bonds %
CSV of life insurance %
Other:
______________________ ____________ %
%
Investments
Closely held business ________________ % 
Partnership interest ________________ % 
Land ________________ % 
Rental property ________________ % 
Investment-grade collectibles ________________ % 
Pension accounts ________________ % 
Profit-sharing accounts ________________ % 
Deferred compensation plan ________________ % 
IRA accounts ________________ % 
Keogh accounts ________________ % 
Other:
______________________ ____________ % 
   %
Personal Assets
Residence ________________ % 
Vacation home ________________ % 
Automobiles ________________ % 
Boat or airplane ________________ % 
Jewelry ________________ % 
Art objects ________________ % 
Furniture ________________ % 
Household accessories ________________ % 
Other:
% 
%
11/87
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Exhibit 3-2F
Summary of Key Factors and 
Significant Assumptions Used to Develop 
Projected Financial Information
Objective: To document the key factors and significant assumptions used to 
develop prospective financial information.
Key factor 1 _____________
Significant assumptions:
Key factor 2 ______________
Significant assumptions:
Key factor 3 _____________
Significant assumptions:
Key factor 4 _____________
Significant assumptions:
Key factor 5 _____________
Significant assumptions:
Key factor 6
Significant assumptions:
In a meeting on __________ , ___________
(date) (client)
acknowledged responsibility for the adequacy of these assumptions.
(Interviewer’s
initials)
11/87
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Exhibit 3-2G 
Projected Financial Condition Workpaper (1 of 2)
for the Years 19__ through 19__
Objective: To evaluate whether the personal financial plan will enable the 
client to reach financial goals.
Assets 19__ 19__  19__ 19__ 19__
Liquid Assets
Cash and checking accounts $______ $______ $______ $______ $______
Savings accounts ______ ______ ______ ______ ______
Money market funds ______ ______ ______ ______ ______
Certificates of deposit ______ ______ ______ ______ ______
Brokerage accounts ______ ______ ______ ______ ______
Life insurance cash value ______ ______ ______ ______ ______
Other liquid assets ______ ______ ______ ______ ______
Total Liquid Assets ______ ______ ______ ______ ______
Marketable Securities
Listed stocks and funds ______
Federal notes and bonds ______
Corporate bonds and funds ______
Municipal bonds and funds ______
Other marketable securities ______
Total Marketable Securities ______
Other Investments
Business interests ______
Partnership interests ______
Investment in real estate ______
Investment-grade collectibles ______
Retirement accounts:
Pension accounts ______
Profit-sharing accounts ______
Deferred compensation/401(k) 
plans ______
IRA accounts ______
Keogh accounts ______
Other ______
Total Other Investments ______
Personal Assets 
Residence 
Vacation home 
Autos and boats 
Furniture and household 
accessories
Other personal property 
Total Personal Assets
Total Assets $______ $______ $______ $______ $______
11/87
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(2 of 2)
Projected Financial Condition Workpaper
For the Years 19__  through 19__
Liabilities And Net Worth 19__  19__  19__  19__  19__
Current liabilities
Charge accounts, credit
card charges, and other
bills payable $______  $______  $______  $______  $______
Installment credit and other
short-term loans ______ ______ ______ ______ ______
Current portion of long-term
debt ______ ______ ______ ______ ______
Unusual tax liabilities
Total Current Liabilities
Long-Term Liabilities ______
Mortgage notes
on personal real estate ______
Mortgage notes
on investment real estate ______
Bank loans ______
Margin loans ______
Life insurance policy loans ______
Other
Total Long-Term Liabilities ______
Total Liabilities
Family Net Worth
Total Liabilities and
Net Worth $______  $______  $______  $______  $______
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FINANCIAL STATEMENT ANALYSIS
ILLUSTRATIVE WORKPAPERS WITH CLIENT RECOMMENDATION

Exhibit 3-2H
(1 of 7)
Asset-Valuation Workpaper
Objective: To document the method used to value assets on the statement of 
financial condition.
Asset
Liquid Assets
Certificates of deposit 
Money market funds 
Stocks and mutual funds 
Municipal obligations 
Corporate bonds 
Federal obligations 
CSV of life insurance 
Other:
Notes receivable
Method and Source for Valuing Asset
Face value_________
Unit value_________  
Quoted market price 
Quoted market price
WSJ, 1/2/19X2
WSJ, 1/2/19X2
As reported by insurer 1/11/19X2
Face value
Investments
Closely held business 
Partnership interest 
Land
Rental property
Investment-grade 
collectibles
Pension accounts 
Profit-sharing accounts 
Deferred comp. plan 
IRA accounts
Keogh accounts
Other:
Tax-advantaged_________
investments
Appraised value of tangible assets
Recent sales quoted by J. T. Realty Co.
Year-end report 
Year-end report
Bank statement 12/31/19X2
Year-end report
Personal Assets
Residence
Vacation home 
Automobiles 
Boat or airplane 
Jewelry 
Art objects 
Furniture
Household accessories 
Other:
Recent sales quoted by J. T. Realty Co. 
Recent sales reported by management 
Client's estimate
Client's estimate
11/87
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(3 of 7)Estimated Growth Rate 
of Assets
Objective: To document the financial growth assumptions used to develop 
prospective financial information.
Description
Inflation rate
Liquid Assets
Certificates of deposit 
Money market funds 
Stocks and mutual funds 
Municipal bonds
Corporate bonds
Federal notes and bonds 
CSV of life insurance 
Other:
Estimated Annual 
Growth Rate
7%
4%
Source for Estimate
Recent performance 
Fifteen-year trend
Policy schedule
Investments
Closely held business ______ 8% 
Partnership interest ________  
Land ______ 4% 
Rental property ________  
Investment-grade collectibles ________  
Pension accounts _____ 10% 
Profit-sharing accounts _____ 20% 
Deferred compensation plan ________  
IRA accounts _____ 10% 
Keogh accounts ________  
Other:
Tax-advantaged_____________ ______ 4% 
investments
Personal Assets
Residence _____ 13% 
Vacation home ______ 4% 
Automobiles ________  
Boat or airplane ________  
Jewelry ________  
Art objects ________  
Furniture ________  
Household accessories ________  
Other:
Ten-year trend
Three-year trend
Eight-year trend
Eight-year trend
Prior year yield
Management's_______
projections
Three-year trend 
Three-year trend
11/87
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(4 of 7)
Summary of Key Factors and 
Significant Assumptions Used to Develop 
Projected Financial Information
Objective: To document the key factors and significant assumptions used to 
develop prospective financial information.
Key factor 1 Inflation rate__________________________________________________
Significant assumptions:
Assume annual inflation rate of 4.0 percent_____________________________
Assume interest rate will be 3.5 percent more than inflation rate, or 
7.5%
Key factor 2 Economic conditions_____________________________________________
Significant assumptions:
Assume economy will have slow, steady growth____________________________
Assume stock market will appreciate 0.5 percent annually
Key factor 3 Tax rates_______________________________________________________
Significant assumptions:
Assume two-tier tax rate remains in effect______________________________
Assume maximum rate will be 28% during 1988_____________________________
Assume there will be no special taxation for capital gains
Key factor 4 Closely held business________________________________________
Significant assumptions:
Assume business will not be sold during the four-year projection period
Key factor 5 Retirement plans________________________________________________
Significant assumptions:
Assume contributions to the various plans and their historic rates of 
return will continue
Key factor 6 Discretionary income____________________________________________
Significant assumptions:
Assume excess cash each year will be reinvested in money market funds 
(hypothetical).
In a meeting on 1/11/19X2, Sample Client
acknowledged responsibility for the adequacy of these assumptions.
S.P.__________  
(Interviewer’s 
initials)
11/87
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(5 of 7)
Sample Family Workpaper for 
Financial Condition for the Year Ended 19X1 
Projected Financial Condition for the Years Ending 19X2 to 19X5
Objective: To evaluate whether the personal 
goals.
financial plan will enable the client to reach financial
Assets
19X1 19X2 19X3 19X4 19X5
Liquid Assets
Cash and checking accounts $ 46,750 $ 12,500 $ 12,500 $ 12,500 $ 12,500
Savings accounts 2,000 36,250 36,250 36,250 36,250
Money market funds 155,045 97,288 99,855 149,069 236,945
Certificates of deposit 7,500 15,000 15,000 15,000 15,000
Brokerage accounts 0 0 0 0 0
Life insurance cash value 12,750 13,643 14,597 15,619 16,713
Notes receivable 15,000 5,000 5,000 5,000 5,000
Total Liquid Assets 239,045 179,681 183,202 233,438 322,408
Marketable Securities
Listed stocks and funds 17,000 27,680 28,787 29,938 31,136
Federal notes and bonds 0 0 0 0 0
Corporate bonds and funds 0 0 0 0 0
Municipal bonds and funds 10,000 15,000 15,000 15,000 15,000
Other marketable securities 
Total Marketable
5,000 5,000 5,000 5,000 5,000
Securities 32,000 47,680 48,787 49,938 51,136
Other Investments
Business interests 3,719,604 4,017,172 4,338,546 4,685,630 5,060,480
Partnership interests 0 0 0 0 0
Investment in real estate 
Retirement accounts
716,500 745,160 774,966 805,965 838,204
Pension accounts 245,000 269,500 296,450 326,095 358,705
Profit-sharing accounts 
Deferred compensation/
225,000 280,500 341,550 408,705 482,576
401(k) plans 0 0 0 0 0
IRA accounts 14,500 19,950 21,945 24,140 26,554
Keogh accounts 0 0 0 0 0
Tax-advantaged investments 362,000 376,480 391,539 407,201 423,488
Other 0 0 0 0 0
Total Other Investments 5,282,604 5,708,762 6,164,996 6,657,736 7,190,007
Personal Assets
Residence 275,000 311,000 323,440 336,378 349,833
Vacation home 15,000 15,600 16,224 16,873 17,548
Autos
Furniture and household
12,500 12,500 12,500 12,500 12,500
accessories 125,000 125,000 125,000 125,000 125,000
Other personal property 5,000 5,000 5,000 5,000 5,000
Total Personal Assets 432,500 469,100 482,164 495,751
Total Assets $5,986,149 $6,405,223 $6,879,149 $7,436,863 $8,073,432
11/87
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(6 of 7)
Sample Family 
Financial Condition for the Year Ended 19X1 
Projected Financial Condition for the Years Ending 19X2 to 19X5
19X1 19X2 19X3 19X4 19X5
Liabilities and Net Worth
Current liabilities
Charge accounts, credit
card charges, and other 
bills payable $ 3,000 $ 3,120 $ 3,245 $ 3,375 $ 3,510
Installment credit and 
other short-term loans 
Current portion of
0 0 0 0 0
14,500long-term debt 99,616 79,945 41,887 16,590
Unusual tax liabilities 0 0 0 0 0
Total Current Liabilities _ 102,616 83,065 45,132 19,965 18,010
Long-Term Liabilities
Mortgage notes
on personal real estate 18,152 16,886 15,518 14,040 12,772
Mortgage notes 
on investment real estate 115,734 84,305 75,286 65,674 55,442
Bank loans 0 0 0 0 0
Margin loans 0 0 0 0 0
Life insurance policy loans 5,000 5,000 5,000 5,000 5,000
Tax-advantaged investment 
loans 89,250 42,000 10,500 5,000 2,000
Total Long-Term 
Liabilities 228,136 148,191 106,304 89,714 75,214
Total Liabilities $ 330.752 $ 231.256 $ 151.436 $ 109.679 $ 93.224
Family Net Worth $5.655.397 $6.173.967 $6.727.713 $7.327.184 $7.980.208
Total Liabilities 
and Net Worth $5.986.149 $6.405.223 $6.879.149 $7.436.863 $8.073.432
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Illustrative Communication to the Client
This communication to the client is based on the preceding illustrative 
working papers. (See unit 1, sections VII and IX for a discussion of con­
siderations concerning reporting to clients.)
Based on an analysis of your statement of financial condition and our 
recent discussion, we offer the following observations and suggestions:
o Your current family net worth, without considering any deferred taxes, 
exceeds $5 million and may appreciate to over $7 million in the next 
four years. The interest in the family business is your largest asset, 
accounting for 50 percent of your total net worth.
o Your total liabilities are about $300,000 and will be reduced substan­
tially over the next four years as you pay off your long-term debt.
o Your retirement assets should continue to build substantially over the 
next several years.
o Your liquid assets and marketable securities are currently less than 5 
percent of net worth. Because your projected retirement date is only 
eight years away, we suggest that you increase that percentage gradually 
in the next few years by allocating much of your annual discretionary 
income to such assets. In our four-year projection of your statement of 
financial condition, we have added those funds to your money market 
account. You may wish to consult your investment adviser about how to 
allocate those funds.
o Your buy-sell agreement has not been recently updated. We suggest that 
you arrange a meeting with us, your company’s other two stockholders, 
and your corporate attorney to discuss possible revisions.
o Because you are only eight years from your intended retirement date, we 
suggest that you begin considering how to convert part of your business 
interest into a more liquid investment. Before discussing how that 
should be done with the other two stockholders, we suggest that you meet 
with your attorney and us to discuss the advantages and disadvantages 
of various methods to accomplish it.
Although we have recently reviewed these suggestions with you, we would be 
happy to meet with you and your other advisers to help implement any of 
them.
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INTRODUCTION
Cash flow planning is an important aspect of PFP. Clients seek PFP services 
to obtain more effective control of their financial situations. For many, 
that means learning to better manage their monthly cash flow. Most clients 
would like to save a larger portion of their income. Some have critical cash 
flow problems: excessive debt, little or no savings, or debt incurred to meet 
personal expenses. Some clients’ financial objectives may therefore relate 
specifically to cash flow planning, such as —
o Personal debt reduction
o Better control of expenses
o Increased discretionary income
o An increased amount available for investment
Cash flow planning is also a necessary part of the PFP process in a more 
general sense. CPAs rely on the cash flow plan to determine how much discre­
tionary income is — or can be made — available to meet financial objectives. 
They also need to know that their PFP clients can manage their funds suffi­
ciently to implement the plan recommendations. Consequently, this module 
addresses both the development of a cash flow plan and client budgetary con­
cerns.
Cash Flow Planning
The starting point in cash flow planning is the client’s realistic estimate of 
expected income and expenses. How detailed the income and expense information 
needs to be depends on the CPA’s judgment about how much is required to pro­
duce an accurate plan that the client will be able to maintain. (See exhibits 
3-3A and 3-3B for illustrations of both short and long data-gathering forms.) 
The CPA may need to discuss budgeting with the client and offer suggestions 
for controlling expenses, so that the client can adopt a budget that includes 
discretionary income for investment. Budgeting is discussed later in this 
module.
A key goal of cash flow planning is to categorize fixed and discretionary 
expenses and to identify cash available for savings or investment. Such an 
analysis may help the client identify a means to fund priority objectives.
Revised Cash Flow Plan
If it is determined during the development of the client’s financial plan that 
the available discretionary income is less than the amount required to meet 
the client’s financial goals, the CPA has various alternatives to consider. 
The CPA may assume that the client is willing to forgo some discretionary 
expenses to meet financial goals. The CPA may find additional net income 
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through tax planning, a debt-restructuring plan, or asset reallocations. 
Asset reallocation may be the conversion of nonworking assets to investment 
assets or investment assets to those with higher yields. The CPA may discuss 
the discretionary income shortage with the client and have the client recom­
mend solutions, such as increased employment income, decreased discretionary 
expenses, or the restructuring of some fixed expenses. If necessary, the CPA 
can lead the client through the budgetary process, recommend budgetary guide­
lines, and ask the client to develop a revised budget. All of the alter­
natives affect the cash flow plan, which will have to be revised. If the 
revised cash flow budget is also inadequate to fund the financial goals and 
objectives, the goals and objectives may need to be modified.
Budgeting
Discussions with a client about how to increase discretionary income may 
indicate that an important financial goal for the client is to learn to 
budget. Many clients need to understand that a budget is a plan to control 
income and expenses in order to accumulate financial wealth. Budgeting helps 
the client develop financial discipline, meet financial goals, and learn to 
use money wisely through clearly stated objectives.
Budgets should give attention to both short and long-term goals. Short-term 
goals might include better recordkeeping, remodeling a kitchen, or buying a 
new automobile. Examples of long-term goals include purchasing a new home or 
saving for a child’s education or for retirement. The client should be 
encouraged to follow some basic rules of budgeting, such as —
o Preparing a written annual budget.
o Depositing a monthly amount into an interest-paying liquid asset fund 
for expenses paid less frequently than monthly (see exhibit 3-3C for a 
worksheet to compute the monthly amount).
o Paying off credit card balances each month.
o Periodically comparing actual expenses with the budget.
If the client is able to save the budgeted amount each month, the budget is 
working. The savings amount might be 5 or 10 percent of gross income for 
someone in his twenties and 15 or 20 percent for someone in his fifties. 
If the client manages to save the desired amount during the year, he may not 
need to worry about shifts among other budget categories. If savings are 
below the budgeted amount, the client should compare actual with budget 
figures to determine problem areas that need correction.
The CPA can review a client’s budget to determine the reasonableness of 
expense categories. To illustrate: Housing and consumer debt service should 
normally not be more than 30 percent of gross income. If the client has 
excessive consumer debt, he can be encouraged to —
o Incur no additional consumer debt.
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o Stop using credit cards.
o Defer major purchases, such as automobiles.
o Reduce the debt by allocating a monthly amount to repay the 
principal.
o Find more favorable credit terms, possibly by consolidating 
the debt with a home equity loan.
The following table shows the precentages that average four-person households 
spent for various expense categories in 1981. That was the last year the 
U. S. Bureau of Labor Statistics compiled the data. In order to have funds 
available for savings, a client who spends more than the average amount in one 
category of consumption, such as housing, needs to compensate by spending less 
than the average amount in other categories.
Budgets for a Four-Person Family at
Three Levels of Living in the Urban U.S. (Fall 1981)*
Lower Middle Upper
Family consumption
Food 30% 23% 19%
Housing 18 22 23
Transportation 9 9 8
Clothing 6 5 5
Personal care 2 2 2
Medical care 10 6 4
Other 4 5 5
79 72 66
Social Security and Disability 7 7 5
Personal income taxes 10 17 25
Other 4 4 4
100% 100% 100%
*Source: U.S. Bureau of Labor Statistics.
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Workpapers
The determination of discretionary income affects all aspects of a client’s 
financial plan. Consequently, a client’s cash flow information needs to be 
reasonably reliable. A CPA may be able to check on the reliability of the 
information by discussing how the client arrived at the figures on the data- 
gathering form. The CPA can also inquire if the monthly income available for 
investment shown on the form is approximately equal to the amount the client 
has left over each month. If the client’s method does not sound sufficiently 
reliable or if the amount computed as available for investment is inaccurate, 
the CPA can offer the client suggestions on how to improve the quality of the 
information. Some CPAs note in their workpapers the results of such 
discussions, to document that they understand how the client arrived at the 
cash flow information and that the system appears to be reliable. The cash 
flow plan is based on budgetary information and is therefore prospective 
financial information. (Section IX of unit 1 includes a discussion of pro­
fessional standards for prospective financial information.)
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CASH FLOW PLANNING
DATA-GATHERING FORMS

Exhibit 3-3A
Short Data-Gathering Form
Cash Flow Plan
[Monthly ( ) or Annual ( )]
Objective: To calculate income available for savings and investment (a) ac­
cording to the client’s original estimate and (b) after incor­
porating financial planning suggestions that affect cash flow.
Name _______ ____________________________________ Date ___________________
Income and Fixed Expenses
Income from employment
Other income
Total Income
Fixed expenses
Housing
Food
Clothing
Transportation 
Education
Taxes
Other_________________
Total Expenses
Excess Income over Fixed Expenses
Discretionary Expenses
Original 
Estimate
Revised 
Estimate
$ $
Total Discretionary Expenses
Available for Savings or Investment 
(Excess Income over Fixed and 
Discretionary Expenses) $ $
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Exhibit 3-3B
(1 of 3)
Long Data-Gathering Form
Cash Flow Plan
[Monthly ( ) or Annual ( )]
Objective: To calculate income available for savings and investment (a) ac­
cording to the client’s original estimate and (b) after incor­
porating financial planning suggestions that affect cash flow.
Name ___________________________________
Original Revised 
Income Estimate Estimate
Salary $________ $_______
Interest ________ ________
Dividends ________ ________
Real estate ________ ________
Capital gains ________ ________
Other _________ ________ ________
Other _________ ________ ________
Total Gross Income ________ ________
Less
Federal tax ________ ________
Other
(city/state) ________ ________
FICA tax ________ ________
Business expenses ________ ________
IRA/Keogh/401(k) ________ ________
Total Deductions ________ ________
Available Income $_______ $_______
_______ Date ______________
Original Revised
Expenses Estimate Estimate
Automobile $________ $_______
Payments ________ ________
Gas and oil ________ ________
Insurance ________ ________
License ________ ________
Taxes ________ ________
Maintenance ________ ________
Replacement ________ ________
Other ________ ________
Total Automobile ________ ________
Clothing ________ ________
Debts ________ ________
Credit cards ________ ________
Investment debt ________ ________
Other short term________ ________
Other long term ________ ________
Total Debt ________ ________
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Original Revised
Estimate Estimate
Entertainment
and Recreation
Dining out ________ ________
Babysitting ________ ________
Vacation ________  ________
Other trips ________ ________
Other ________ ________
Total Entertainment
and Recreation ________ ________
Food
Housing ________
Mortgage or rent ________
Insurance ________
Taxes ________
Electricity ________
Gas ________
Water ________
Sanitation ________
Telephone ________
Maintenance ________
Other ________
Total Housing ________
Original Revised 
Estimate Estimate 
Insurance
Life ________  _________
Medical ________ _________
Disability ________ _________
Other ________  _________
Total Insurance ________ _________
Medical Expenses
Doctor ________  _________
Dentist ________ _________
Drugs ________  _________
Other ________  _________
Total Medical ________ _________
Miscellaneous ________ _________
Toiletry ________ _________
Cosmetics ________ _________
Beautician,
barber ________ _________
Laundry ________ _________
Allowances ________ _________
Lunches ________  _________
Subscriptions ________ _________
Gifts ________  _________
Education
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Original 
Estimate
Contributions ________
Other ________
Total Miscellaneous ________
Total Expenses $_______
Available Income $
Total Expenses _
Available for 
Investment and 
Savings $
Revised
Estimate
$
$
$
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Exhibit 3-3C
Liquid Asset Fund
Name _____________________________ _______________ Date
Expenses Paid Less Frequently 
Than Monthly
Insurance
Life insurance
Medical
Disability
Automobile
Homeowners or renters
Extended coverage liability
Auto replacement
Auto maintenance
Investment debt
Vacation and travel
Housing maintenance
Gifts
Education
Contributions
Real estate and property taxes
Other __________________________
Other __________________________
Total
Divide annual amount by twelve to determine monthly 
deposit to fund
The above expenses should be paid through the
liquid asset fund.
Estimated
Annual Amount
$
$
Estimated
Monthly Amount 
$
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CASH FLOW PLANNING
ILLUSTRATIVE WORKPAPERS WITH CLIENT RECOMMENDATION

Exhibit 3-3D
(1 of 6)
Introduction
The illustrative workpapers show the summary of cash flow planning assump- 
tions, the client’s original monthly income and expense estimates, and a 
revised monthly cash flow plan. The revised cash flow plan reflects the 
effect of the following plan recommendations:
o An asset sale that increases taxes
o An increased IRA investment that reduces taxes
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Summary of Key Factors and
Significant Assumptions Used in the
Projected Cash Flow Plan 
for__Sample Client
(client)
Objective: To document the key factors and significant assumptions used to 
develop prospective financial information.
Key factor 1 Inflation rate______________________________________________
Significant assumptions:
Assume a 5% average annual inflation rate during your lifetime.
Key factor 2 Taxes_________________________________________________________________
Significant assumptions:
Assume your combined federal and state marginal tax rate is 38%. Assume 
taxes on investment income are paid from that income, not from employment 
income.
Key factor 3 Projected income and expenses_______________________________________
Significant assumptions:
Assume projected income and expenses will follow historical patterns and 
plans you intend to pursue or would like to consider.
Key factor 4 ______________________________________________________________________
Significant assumptions:
Key factor 5 ______________________________________________________________________
Significant assumptions:
Key factor 6 ______________________________________________________________________
Significant assumptions:
In a meeting on 11/11/19x1, Sample Client
(date) (client)
acknowledged responsibility for the adequacy of these assumptions.
S.P.____________________
Interviewer’s initials
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Illustrative Cash Flow Plan 
for Sample Client 
[Monthly (x) or Annual ( )]
Objective: To calculate income available for savings and investment (a) 
according to the client’s original estimate and (b) after incor­
porating financial planning suggestions that affect cash flow.
Original Revised Original Revised
Income Estimate Estimate Expenses Estimate Estimate
Salary $7,000 $7,000 Automobile
Interest 83 83 Payments $ 750 $ 750
Dividends 0 0 Gas and oil 150 150
Real estate 0 0 Insurance 60 60
Capital gains 0 0 License 40 40
Investment 1 0 0 Taxes 0 0
Investment 2 0 0 Maintenance 75 75
Total Gross Income 7,083 7,083 Replacement 0 0
Other 0 0
Less Total Automobile 1,075 1,075
Federal tax 750 992
Other (city/state) 0 0 Clothing 0 0
FICA tax 358 358
Business expenses 0 0 Debts
IRA/Keogh/401(k) 167 334 Credit cards 100 100
Total Deductions 1,275 1,684 Investment debt 0 0
Other short term 125 125
Available Income $5,808 $5,399 Other long term 0 q
Total Debt 225 225
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Education 500 500
Original 
Estimate
Revised 
Estimate
Original 
Estimate
Revised 
Estimate
Entertainment Insurance
and Recreation
Life 99 99
Dining out 50 50
Medical 0 0
Babysitting 0 0
Disability 70 70
Vacation 100 100
Other 0 0
Other trips 0 0
Total Insurance 169 169 
Other 0 0
Total Entertainment Medical Expenses
and Recreation 150 150
Doctor 0 0
Food 600 600 Dentist 0 0
Drugs 0 0
Housing
Other 0 0
Mortgage or rent 650 650
Total Medical 0 0
Insurance 20 20
Taxes 100 100 Miscellaneous
Electricity 65 65 Toiletry 75 75
Gas 15 15 Cosmetics 75 75
Water 15 15 Beautician, barber 50 50
Sanitation 15 15 Laundry 25 25
Telephone 15 15 Allowances 40 40
Maintenance 150 150 Lunches 75 75
Other 0 0 Subscriptions 30 30
Total Housing 1,045 1,045 Gifts 75 75
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Original 
Estimate
Revised 
Estimate
Contributions 400 400
Other 0 0
Total Miscellaneous 1,345 1.345
Total Expenses $4,609 $4,609
Available Income $5,808 $5,399
Total Expenses 4,609 4,609
Available for 
Investment and 
Savings $1,199 $ 790
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Illustrative Communication to Client
The illustrative communication to client is based on the preceding illustra­
tive workpapers. (See unit 1, sections VII and IX, for a discussion of con­
siderations concerning reporting to clients.)
Before the sale of your rental property, your budget indicates $1,199 a month 
available for investment and savings. Most of our recommendations for addi­
tional education and retirement savings can be accommodated with those re­
sources. Your monthly shortfall would be approximately $342.
If you complete the sale of the real estate, pay the income taxes on the sale 
from the proceeds, apply $20,000 of the proceeds toward the children’s college 
fund, and fund a second IRA, you would have about $790 a month available for 
investment and savings. The $20,000 should provide an adequate education 
fund, eliminating the need for monthly payments to accumulate a fund. Funding 
the second IRA plus investing the available $790 a month in a retirement fund 
satisfies our recommendation for additional retirement savings. You should 
not need to adjust your personal expenses to satisfy our recommendations for 
education and retirement funding. Differences will probably exist, however, 
between the cash flow projections and actual results because the income and 
expenses, tax rates, and other factors may change. The differences may be 
material.
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INTRODUCTION
This module presents only an overview of income tax planning because of the 
CPA's familiarity with income taxes and tax planning strategies and the amount 
of available tax planning information. However, the income tax planning 
checklist, exhibit 3-4C, lists strategies to consider. (This module does not 
include a discussion of state income taxes.)
Income tax planning is any strategy used to defer, reduce, or shift either 
current or future income tax liabilities. For many families, income taxes 
represent one of the largest single expenditures each year, and planning those 
expenditures often deserves special attention. Such special attention, how­
ever, should not isolate tax planning from other financial issues. Through 
the tax planning process, information may be discovered that affects other 
areas of the client's financial circumstances or goals. Those interrelation­
ships should not be ignored.
The widespread impact of the 1986 Tax Reform Act demonstrates how income tax 
planning affects other PFP areas. Some of the provisions of the Act change 
the relative after-tax yield of investments, such as the elimination of the 
capital gain deduction, the lower tax rates, the restrictions on the use of 
passive losses, the elimination of the investment credit, and the revised 
depreciation rules. Consequently, tax law changes that necessitate revised 
income tax planning for clients may also require revised planning for invest­
ments, education funding, retirement funding, or other PFP areas.
Even with income tax planning, some level of taxation is usually necessary to 
maximize clients' after-tax financial growth. Transactions should never be 
entered into for their tax effect alone. On the other hand, in many circum­
stances, transactions should not be concluded or delayed without a full under­
standing of their income tax consequences.
Income Tax Planning Strategies
Sound income tax planning requires both the CPA and the client to be diligent. 
The CPA needs to assess the client's tax situation and recommend creative 
strategies to reduce, defer, or shift income taxes, as will be discussed 
later. The client needs to identify and accurately record income and ex­
penses. Good record-keeping assures the client that qualified expenditures 
will be deducted on the income tax return and will also help establish the tax 
basis of property sold. Complete records also prevent unidentified deposits, 
such as deposits of employee expense reimbursements, from being erroneously 
considered taxable income by IRS or state auditors. Adequate records usually 
include, at a minimum, a schedule of receipts and a log of deductible expendi­
tures. Unusual or nonrecurring cash receipts should be identified and ex­
plained. An expenditure log should record the date, the amount, and, if 
applicable, the business purpose of each expense; entries should occur close 
to the time the transactions occur.
Tax Deferral. Numerous methods are used to defer tax liabilities to future 
years. Deferral is an important strategy because of the time value of money, 
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inflation, and the broad national trend toward lower tax rates. Consequently, 
tax deferral may enable clients to pay a lower percentage of less valuable tax 
dollars in the future. Examples of such deferrals include 401(k) plans, tax 
sheltered and regular annuities, some savings bonds, and asset appreciation.
Accelerating the use of deductions or losses is another method of tax defer­
ral. Clients with passive losses not currently usable may be able to reduce 
current taxes by converting portfolio income, such as interest and dividends, 
to passive income, such as income from certain limited partnerships or S 
Corporations in which the clients do not materially participate in operations. 
Care is required, however, because if a partnership meets the Code’s 
definition of publicly traded partnerships, its income is classified as port­
folio income for tax purposes and cannot offset losses from other passive 
activities. Additionally, the regulations governing passive losses recharac­
terize some passive income as nonpassive. Tax considerations are just one 
aspect, however. The overall economic effect of such an asset repositioning 
needs to be considered carefully.
In years when a client is subject to the 21 percent alternative minimum tax, 
income deferral or the acceleration of deductions may not be advantageous. 
CPAs may want to calculate the tax effect of accelerating income or postponing 
deductions in such years.
Tax Reduction. Tax reduction can be achieved in various ways, such as con­
verting assets that generate taxable income to assets that generate nontaxable 
income. Taxes can be reduced by buying tax-exempt municipal bonds with funds 
that were invested in corporate bonds.
Careful consideration should be given to restructuring investments, however. 
The yields on municipal bonds may be lower than the after-tax yields of 
investments with comparable risks that generate taxable income.
Income Shifting. Irrevocable transfers of income-producing property, either 
directly or in trust, to charities or family members shift the income and tax 
liabilities to the donees or beneficiaries. Such income shifting reduces a 
donor's income tax liability. Because irrevocable transfers of income­
producing property result in a loss of net worth, they should be used only if 
the client intends to give up the assets permanently. Gift tax consequences 
also need to be considered.
Income shifting is sometimes done among related taxpayers, such as among 
closely held corporations and their shareholders, among family members, or 
among others who share financial resources. Such strategies are an attempt to 
arrange transactions in a way that equalizes taxable income and rates among 
the related parties. The benefits of some income-shifting strategies are 
affected by provisions of the Tax Reform Act of 1986, such as the taxation of 
grantors on income from new transfers to reversionary trusts and the taxation 
of certain income of children under fourteen at their parents' tax rates. 
Income-shifting techniques involve trade-offs of the time value of money, cur­
rent yield, capital appreciation, or loss of the use of financial resources.
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Consequently, a key factor in income-shifting decisions is whether the bene­
fits are worth the related costs.
Data-Gathering and Analysis
Both the short and long data-gathering forms in this section are usually 
completed by the CPA in consultation with the client. They are intended to 
include the prior year’s information and projections of the next two years. 
The client’s tax returns for the prior three years are usually a source of 
information for the projections. After that information is summarized on the 
data-gathering form, it is used along with other information, such as the 
client’s statement of financial condition and projected cash flow, to prepare 
workpaper analyses of the client's current and future income tax obligations.
The practitioner may wish to include in the workpapers copies of pertinent 
documents provided by the client or other parties that influenced the develop­
ment of current and hypothetical assumptions used in the income tax projec­
tions. Those documents may include offering circulars, tax opinion letters, 
projections of taxable income, or other data about projected income and 
deductions.
As previously indicated, income tax planning strategies often relate to other 
financial planning considerations. In analyzing expenses for income tax 
planning, the CPA might find substantial consumer-interest expense, indicating 
the client's overreliance on consumer debt. That reliance not only deprives 
the client of a tax deduction, but it may also indicate that the family needs 
to reduce consumption. Similarly, the CPA may notice that the client's 
investment portfolio includes capital losses that should be realized to offset 
anticipated capital gains. Income tax planning, together with a thorough 
understanding of the client's goals and circumstances, can lead to recommen­
dations that go beyond the limited purpose of controlling income tax expense.
Communication With the Client
The CPA's recommendations and a summary of the underlying analysis may be pre­
sented to the client in written form. A written communication serves to docu­
ment the conclusions and reduce misunderstandings. Guidance for communicating 
tax advice is found in Statements on Responsibilities in Tax Practice.
Written presentations of the tax effects of certain actions are presentations 
of prospective financial information. The Guide for Prospective Financial 
Statements contains guidance on prospective information. (Professional stan­
dards are discussed in section IX of unit 1.)
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INCOME TAX PLANNING
DATA-GATHERING FORMS

Exhibit 3-4A
Short Data-Gathering Form
Income Tax Planning
Name _______________________________ Date ________________
19_
Gross Income
Salaries ____
Interest and dividends ____
Net business income (SE taxable) ____
Capital gains (net) ____
Net passive activities ____
Net nonpassive activities ____
Other income or loss _____________________ ____
Total Gross Income
19_ 19,
Adjustments to Income
IRA and Keogh contributions
Other ______________________________________
Total Adjustments
Adjusted Gross Income
Itemized Deductions
Medical (less 7.5% of AGI) ._____
Taxes _______
Interest paid _______
Charitable donations _______
Miscellaneous deductions (less 2% of AGI) _______
Other ______________________________________ _______
Total Itemized Deductions
Exemptions
Taxable Income
Income Tax
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Exhibit 3-4B
(1 of 3)
Long Data-Gathering Form
Income Tax Planning
Name __________________________ _ Date ______________
19__ 19__ 19__
Filing Status ________ _______ _______
Dependents _______ _______ _______
Dependents over 64 or Blind _______ __________ __________
Income
Salaries _______ __________ __________
Interest • _______ _______ _______
Dividends _______ _______ _______
Schedule F (taxpayer) _______ _______ ______
Schedule F (spouse) _______ ______ _______
Capital gains _______ _______ ______
Capital losses _______ _______ _______
Schedule C (taxpayer) — SE tax _______ _______ _______
Schedule C (spouse) — SE tax _______ _______ _____ _
Terminated activities — income or loss ______ ___________ __________
Active real estate
Pre-TRA ’86 amount _______ __________ __________
Post-TRA ’86 amount _______ _______ _______
Carryover amount _______ _______ _______
Passive activities
Pre-TRA ’86 amount _______ _______ _______
Post-TRA ’86 amount _______ _ _______ _____
Carryover amount _______ _______ _____ _
Section 481 inclusions
due to TRA ’86 _______ _______ _______
Other inclusions
Leased vehicles _______ _______ _______
Luxury automobile ________ _______ _______
State income tax refund _______ _______ _____
Social Security taxable amount _______ ________ _______
Other income or loss
Pensions _______ __________ _______
Unemployment compensation _______ _______ _______
Other ______________________________ _______ ________ _______
Net operating losses _______ _______ ______
Adjustments to income
Deductible IRA (taxpayer) _______ ______ ______
Deductible IRA (spouse) _____ _______ ______
Keogh (taxpayer) _______ _______ _______
Keogh (spouse) _______ _______ _______
Other adjustments _______ ________ _ _______
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Year 1 Year 2 Year 3
Itemized Deductions
Medical insurance _______ ______ ______
Drugs _______ _______ ______
Other medical expenses _______ _______ _______
State income taxes _______ _______ ______
Other deductible taxes _______ _______ _______
Qualified interest — residences _______ _______ ______
Qualified interest — other _______ _______ _______
Investment interest
Investment income _______ _______ _______
Investment expense _______ _______ ______
Carryforwards _______ _______ _______
Interest subject to limitation _______ _______ _______
Contributions _______ _______ ______
Casualty loss _______ _______ _______
Estate tax IRD _______ _______ _______
Gambling losses _______ _______ _______
Moving expenses _______ _______ ______
Miscellaneous deductions
Subject to 2% floor _______ _______ _______
Not subject to 2% floor _______ ______
Other __________________________________ _______ _______ _______
Tax Preference Items
Accelerated depreciation in excess of
alternative depreciation _______ ______ _______
Excess of IDC over 65% of net oil and
gas income _______ _______ __________
Excess percentage depl. over adj. basis _______ ______ _______
Excess amort. over depr. — pollution equip. _______ _______ _______
Stock market price less stock option price _______ _______ _______
Mining, explor. and developmental
expenditure _______ __________ __________
Circulation research and experimental
expenditure _______ _______ ______
Interest on private activity bonds issued
after 8/7/86 or 8/31/86 _______ _______ _______
Appreciation on property contributions _______ _______ _______
From use of the completed contract method _______ _______ _______
From use of the installment method _______ ______ ______
Passive losses allowable under the
phase-in rules _______ _______ _______
Limitation on NOL for alternative
minimum tax purposes _______ _______ _______
Other
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Year 1 Year 2 Year 3
Carryforward Items
Capital losses 
Contributions 
Investment credit 
Jobs credits
Alternative minimum tax credit 
Passive activity credit
Other ___________________________
Other Taxes
Investment credit recapture 
Lump-sum distribution 
Premature distributions
Self-employment
Social security — unreported tips 
Other ___________________________
3-4.10
INCOME TAX PLANNING
WORKPAPERS

Exhibit 3-4C
(1 of 3)
Personal Income Tax Planning Checklist
Objective: To identify income tax-planning strategies applicable to the 
client’s situation.
Client _____________ ________________________ Date ___________________
Not Currently Needs
Applicable in Use Action
Marginal Tax Rate _______________
Recordkeeping
Business mileage log [Sec. 162] _______
Listed property usage log [Sec. 280F] _______
Condition of employment test [Sec. 280F] _______
Travel and entertainment [Sec. 274] _______
Cost or other basis for:
Depreciable property _______
Capital assets _______
Personal residence _______
Inherited property _______
Form 709 for gifts made ______
Loans made or received _______
Deductible and nondeductible IRAs [Sec. 219] _______
Passive-loss carryovers [Sec. 469] _______
Capital-loss carryovers [Sec. 1212] _______
Minimum tax credit carryovers [Sec. 55] _________
1099s for nominee distributions _______
Deduction Checklist
Medical and dental insurance [Sec. 213] _________
Medical care costs [Sec. 213] _______
Medical supplies and equipment [Sec. 213] _______
Medical transportation [Sec. 213] _______
State income taxes [Sec. 164] _______
Property taxes [Sec. 164] _______
Qualified residence interest [Sec. 163(h)] _______
Cost of residence plus improvements _______
Qualified medical and educational expenses _______
Other deductible interest [Sec. 163] _______
Cash donations [Sec. 170] ______ _
Noncash donations [Sec. 170] _______
Qualified transportation for charity _______
[Sec. 170]
Qualified work expenses for handicapped _______
[Sec. 67(d)]
IRD estate taxes [Sec. 691] _______
Amortized bond premiums [Sec. 171] _______
Gambling losses [Sec. 165] _______
Moving expenses — employee-related _______
[Sec. 217] 
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Not Currently Needs 
Applicable in Use Action
Miscellaneous Deductions Subject
to 2% Floor [Sec. 671
Mutual fund pass-through expenses [Sec. 67]  _______ _ ______
Professional dues [Sec. 162] _______ _______ _______
Professional education [Sec. 162] _______ _______ _______
Malpractice insurance [Sec. 162] _______ _______ _______
Job-hunting expenses [Sec. 162] _______ _______ _______
Office at home [Sec. 280A] _______ _______ ______
Subscriptions [Sec. 162] _______ _______ _______
Uniforms [Sec. 162] _______ _______ _______
80% unreimbursed business entertainment _______ _______ _______
[Sec. 274(n)]
Legal and accounting fees [Secs. 162 and 212]_______ _______ _______
Custodial fees [Sec. 212] _______ _______ _______
Collection fees [Sec. 162] _______ _______ _______
Hobby expenses up to income [Sec. 183] _______ _______ _______
Investment counsel [Sec. 212] _______ _______ _______
Safe deposit box rental [Sec. 162 and 212] _______ _______ _______
Appraisal fees for casualties or
donations [Sec. 212] _______ _______ _______
Strategies
Match capital gains and losses 
Maximize deferrals of income through 
Deductible IRAs 
401(k)s 
Qualified retirement plans
Seek employer reimbursement of all 
employment related expenses — 
even if salary reduction is required
Seek enhanced employee benefits in lieu 
of salary increases
Seek compensation increases based on 
total salary and benefits package 
Avoid nondeductible interest expense 
including employee business interest 
Consider use of the following to achieve 
pre-tax compounding of earnings 
Life insurance contracts 
Nondeductible IRAs
Consider use of tax-exempt securities 
Consider tax deferral opportunities of 
Series EE and HH U.S. government bonds 
Consider borrowing from insurance 
contracts rather than surrender
3-4.14
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Not Currently 
Applicable in Use
Needs
Action
Consider gifts of income properties 
to children
Consider other gifts to children under 
fourteen years old [Sec. 1]
Consider use of charitable remainder 
trusts, gift annuities, etc. [Secs. 72, 
170, and 664]
Consider use of participant loan 
from qualified retirement plan to 
fund new-home purchase [Sec. 72(p)]
Consider acquiring passive-income 
investments to absorb passive losses 
[Sec. 469]
Consider the effects of alternative minimum­
tax provisions on proposed transactions 
[Secs. 55-59]
Consider application of Sec. 179 
deduction availability and pass-throughs 
from other entities
Consider impact of mandatory change 
in accounting periods for 
pass-through entities required in 1987 
[IRC Secs. 706 and 1378]
Consider impact of mandatory change in 1987 
to accrual accounting for certain 
cash-basis taxpayers [IRC Sec. 448]
Consider effect of mandatory 1987 change 
of trust year-ends to calendar year 
and four-year spread of income from 
short taxable year [IRC Sec. 645]
If self-employed, consider impact of 
inventory costing changes in 1987 that 
may be required under TRA '86 
[IRC Sec. 263A]
If self-employed, consider employing 
spouse and children to reduce 
self-employment taxes and obtain 
pension funding
Consider estimated-tax underpayment 
penalty rules [Sec. 6654]
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Exhibit 3-4D 
(1 of 2) 
Alternative Minimum Tax Worksheet
AMT Attributable to: 
 Total Exclusion Items
Regular AMT taxable income
ADD: AMT tax preferences:
1. Tax-exempt interest on certain private activity 
bonds issued after August 7, 1986
2. Incentive stock options bargain element
3. Unrealized gain on charitable contribution of 
appreciated property
4. Excess percentage depletion
5. Excess intangible drilling costs over 65% of 
net income from property
6. Accelerated depreciation of real property placed 
in service before 1987
7. Accelerated depreciation of personal property 
placed in service before 1987
8. Amortization of certified pollution control 
facilities placed in service before 1987
Subtotal
ADD/SUBTRACT: AMT adjustment items (from 
worksheet 1 on the next page): 
Subtotal
ADD: Disallowed itemized deductions (from 
worksheet 2 on the next page):
Subtotal
LESS: Allowable net operating loss 
Alternative minimum taxable income (AMTI)
AMT exemption
Net AMTI
AMT rate @ 21% ___________ 0.21 _____________ 0.21
AMT before credits _______________ _________________
LESS: Credits
Foreign tax credit 
Tentative minimum tax
LESS: Regular tax
AMT in excess of regular tax (1) (2)
Minimum tax credit carryforward (l)-(2) _______________ _________________
Minimum tax credit carryforward prior years _______________ _________________
Total minimum tax credit carryforward ______________ * _________________
* Allowed as a credit against regular tax liability in future years when the taxpayer's regular 
tax exceeds the tentative alternative minimum tax.
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Worksheet 1: Calculation of the AMT Adjustment
Tax
AMT Tax Regular Tax Adjustment 
Treatment Treatment (col. 1-col. 2)
Depreciation of real property placed in
service after 1986 _________ _________
Depredation of personal property placed 
in service after 1986
Amortization of pollution control facilities 
placed in service after 1986
Mining exploration and development costs 
paid or incurred after 1986
Research and experimental expenditures 
paid or incurred after 1986
Circulation expenses paid or incurred 
after 1986
Long-term contract income (contracts 
entered into after April 28, 1986)
Installment sale income (certain property)
Passive activity losses
Tax-shelter farm losses
Subtotal (to page 1)
Worksheet 2: Calculation of Disallowed Itemized Deductions Under AMT
Standard deduction or regular itemized deductions
ADD: Exemptions
Subtotal
LESS AMT itemized deductions:
Medical expenses (greater than 10% of 
adjusted gross income)
Qualified mortgage interest
Investment interest expense to the extent 
of net investment income
Casualty and theft loss
Charitable contributions
Gambling losses (to the extent of winnings)
Estate taxes (on income from decedent)
Subtotal
Disallowed standard or itemized 
deductions and exemptions under AMT 
(to page 1)
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Exhibit 3-4D.1
(1 of 2)
Passive Income (Loss) Worksheet
Portion of Net Income (Loss) 
____________ Attributable to Passive Activity_________
Postenactment 
Preenactment Prior Subsequent to Suspended 
to October 23, 1986 October 22, 1986 Loss Carryover
Nonqualifying low-income housing
Limited partnerships (excluding work­
ing interests in oil and gas activ­
ities and active rental real estate 
activities)
Other passive activities
Aggregate passive income (loss)
Rental real estate activities in which 
taxpayer is an active participant
Net income (loss) from active rental 
real estate activities1
1If a net loss 1s calculated, apply this net loss against other net passive income from other 
passive activities. If the net loss from rental real estate activities exceeds net passive 
income from other activities, the remaining amount may qualify for a special $25,000 allowance 
against portfolio/active income. See worksheet 1. If a net income 1s calculated, combine the 
net income with other net passive Income and losses from other activities.
2If total net passive income (loss) results in Income, include as ordinary income. Passive 
loss rules don't apply.
3The allowable loss percentage is reduced to 40% in 1988, 20% in 1989, 10% in 1990, and 0% in 
1991.
4If this line is a loss, all the loss will be suspended.
5A1locate to each individual activity reporting a passive activity loss on a pro rata basis.
Pre-October 23, 1986 Post-October 22, 1986 Total
Aggregate passive income (loss) ex­
cluding active rental real estate 
activities
Active rental real estate activities ___________________ ________________ _______________
Total passive Income (loss) _  =========
Net passive income2 ___________________ ________________ _______________
Pre-October 23, 1986, allowable
loss percentage3 _____________ x 0.65 ____________ n.a. ___________ n.a.
ADD: Active rental real estate
special deduction (from work­
sheet 1) ___________________ ________________ _______________
Total passive income (loss) allowable ======-========= 4 _=__=====
Total passive loss suspended5 =================  ============ ==========
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Worksheet 1: Computation of Rental Real Estate Special Deduction
To qualify for the special deduction, the taxpayer must be an active par­
ticipant with at least a 10% interest in the activity. Also, the activity 
can't be limited under another tax provision, such as section 280A.
(1) Indicate the lesser of: Net rental passive 
activity loss or $25,000
(2) Indicate the taxpayer's adjusted gross 
income before net passive losses, IRA 
deduction, and taxable Social Security
(3) $100,000 base
(4) Adjusted income in excess of base 
times phase-out rate of 50%
(5) Special deduction phase-out
(6) Special deduction allowed (1-5) 
(to page 1)
(100,000)
x 0.5
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Exhibit 3-4E
Projected Income Taxes 
for the Years 
19_, 19__ , and 19__
Objective: To determine the income tax effect of the financial plan.
Client _______________________________________
Filing Status _______________________________
Gross Income
Salaries and wages
Dividends
Interest
Net business income
Net capital gains
Partnerships and S Corps. (active) 
Partnerships and S Corps, (passive) 
Rental income (active)
Rental income (passive) 
Pensions
Other income or loss
Adjustments to Income
Keogh contributions 
IRA contributions 
Other
Adjusted Gross Income
Itemized Deductions
Personal Exemptions
Taxable Income
Date _________________
19__  19__  19__
Regular Tax 
Less Tax Credits 
Net Regular Tax
Alternative Minimum Tax
Applicable Tax 
Income Tax Withheld 
Estimated Taxes 
Amount Due (Refund)
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INCOME TAX PLANNING
ILLUSTRATIVE WORKPAPERS WITH CLIENT RECOMMENDATION

Exhibit 3-4F
(1 of 4)
Summary of Key Factors and 
Significant Assumptions Used for 
Projected Income Taxes 
for Sample Client 
(client)
Objective: To document the key factors and significant assumptions used to 
develop prospective financial information.
Key factor 1 Sale of residential rental property________________________________
Significant assumptions:
You plan to sell your rental property because you believe it has__________
maximized its growth potential and is located in a deteriorating______
neighborhood.
Key factor 2 Estimated market value of rental house_____________________________
Significant assumptions:
Your realtor estimated that the net sales price of the house will be_____ _
approximately $150,000. Your basis in the property, after depreciation, 
is $79,000.
Key factor 3 Growth rate of salaries________________________________________
Significant assumptions:
You expect salaries to increase about 8 percent a year for the next two or 
three years.
Key factor 4 Itemized deductions_________________________________________________
Significant assumptions:
You expect only modest increases in deductible interest, taxes, charitable 
contributions and other items.
Key factor 5 Additional savings______________________________________ __________ __
Significant assumptions:
You expect earnings on additional savings will be tax-exempt.
Key factor 6 Keogh plan____________________ _________________ _____________________
Significant assumptions:
You expect to contribute $4,000 to your Keogh plan annually. You could 
fund an additional amount this year.
In a meeting on 11/11/19X0, Sample Client
(date) (client)
accepted responsibility for the adequacy of these assumptions.
SF_____________
(Interviewer’s initials)
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Projected Income Taxes 
for the Years 
19X1, 19_, and 19__
Objective: To determine the income tax effect of the financial plan.
Client Sample Client_______________
Filing Status Married, two personal exemptions
Date 11/11/19X0________
Gross Income
Salaries and wages
Dividends
Interest
Net business income
Net capital gains
Partnerships and S Corps. (active)
Partnerships and S Corps. (passive) 
Rental income (active)
Rental income (passive)
Pensions
Other income or loss
19X1 19__  19__
18,000  
1,000   
66,000  
Adjustments to Income
Keogh contributions 
IRA contributions 
Other
Adjusted Gross Income 
Itemized Deductions 
Personal Exemptions
Taxable Income
Regular Tax
Less Tax Credits
Net Regular Tax
Alternative Minimum Tax
(4,000) _______
81,000  
3,800 
77,200  
15,360 _______
3,800 _______
19,160 _______
58,040 
13,400 
13,400 
Applicable Tax 
Income Tax Withheld 
Estimated Taxes 
Amount Due (Refund) 
13,400 _______
14,600  
(1,200) ___
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Revised Projected Income Taxes 
for the Years 
19X1, 19X2, and 19X3
Objective: To determine the income tax effect of the financial plan.
Client Sample Client Date 11/11/19X0
Filing Status Married, two personal exemptions
19X1 19X2 19X3
Gross Income
Salaries and wages 18,000 19,000 20,000
Dividends
Interest 1,000 1,000 1,000
Net business income 66,000 70,000 75,000
Net capital gains 71,000
Partnerships and S Corps. (active)
Partnerships and S Corps. (passive)
Rental income (active)
Rental income (passive)
Pensions
Other income or loss
156,000 90,000 96,000
Adjustments to Income
Keogh contributions 5,600 4,000 4,000
IRA contributions
Other
5,600 4,000 4,000
Adjusted Gross Income 150,400 86,000 92,000
Itemized Deductions 15,360 15,500 16,000
Personal Exemptions 3,800 3,900 4,000
19,160 19,400 20,000
Taxable Income 131,240 66,600 72,000
Regular Tax 34,000 14,800 16,300
Less Tax Credits
Net Regular Tax 34,000 14,800 16,300
Alternative Minimum Tax
Applicable Tax 34,000
Income Tax Withheld 14,600
Estimated Taxes
Amount Due (Refund) 19,400
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Illustrative Communication to Client
This communication to a client is based on the illustrative workpapers.
INCOME TAXES
The recommended sale of your rental property will result in an additional 
federal income tax of approximately $20,000. This results from both the capi­
tal gain and the loss of depreciation deductions of approximately $4,000 a 
year. The additional taxes should be more than offset by the increased 
investment returns resulting from the repositioning.
Increasing your Keogh contribution will result in a tax savings of $560.
Based on current tax law and your assumptions about estimated income and 
expenses, your federal income tax liabilities should be approximately $34,000 
in 19X1; $15,000 in 19X2; and $16,000 in 19X3. Differences will probably 
exist, however, between those projections and the actual results because 
events and circumstances frequently do not occur as expected, and those dif­
ferences may be material.
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V. Risk-Management Considerations
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INTRODUCTION
Risk management includes the identification and measurement of risk exposures 
and decisions on how to handle the identified risks. Four methods for 
handling risk include —
o Risk avoidance. Clients can give up hazardous hobbies, such as sky­
diving .
o Risk reduction. Clients can improve safety practices, such as using 
automobile seat belts or scheduling periodic automobile maintenance 
inspections, or they can use fire-resistant materials in a home under 
construction.
o Risk transfer. Clients can buy service contracts and insurance.
o Risk retention. Clients may decide to maintain high deductibles on 
insurance contracts or not to buy automobile collision insurance.
All four methods do not apply to every risk. For example, some risks cannot 
or should not be avoided. Most clients cannot avoid the risk of an automobile 
accident by never driving or riding in a car.
Often a combination of the above methods is required. Clients may use all 
four methods to handle the risk of automobile accidents. They may avoid 
driving in hazardous conditions such as snowstorms. They may learn to drive 
defensively. They may buy comprehensive auto insurance with high liability 
coverage. To reduce the premium, the policy may have high deductibles.
In evaluating risks faced by a client, the CPA and client may want to identify 
ways to avoid or reduce risks, to minimize retained risks and the cost of 
transferring risks.
The risk-management process in PFP begins with identifying a client's risk 
exposures, such as (a) assets that could be impaired, (b) disabling accidents 
or deaths of family members that would affect the family's cash flow, and (c) 
personal and professional liability exposures. Based on information about the 
client's risk exposures and current insurance coverages, as well as the CPA's 
knowledge of the client's situation, the CPA may be able to recommend (1) 
actions the client can take to avoid or reduce risks, (2) changes in existing 
policies for improved coverage and cost effectiveness, and (3) additional 
coverages to fill gaps. Basic personal insurance coverages include life, 
disability, health, property, and liability insurance. Some clients will 
require additional types of insurance for special situations.
Insurance policies have the following four components:
o Declarations that describe information about the subject, coverage, 
and policy limits.
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o Insuring agreements that broadly define the coverage.
o Exclusions that eliminate some of the coverages provided by the 
insuring agreements.
o Conditions, which are the obligations and rights of the policy owner 
and insurer.
In addition, many policies have endorsements or riders which add to or elimi­
nate provisions in the basic contract.
When reviewing a client’s insurance policy, a CPA considers the perils, prop­
erty, persons, locations, time, and types of losses that are covered, as well 
as any hazards that might exclude or suspend the insurance coverage. These 
are compared to the client’s risk exposures, to evaluate whether the client 
has adequate insurance coverage.
Need for Periodic Risk-Management Analysis
Periodic, systematic reviews of clients' risk-management situations are 
desirable for several reasons. Insurance coverages may have developed in a 
piecemeal fashion. Some policies may have been maintained for years without 
reconsideration. Employee insurance benefits change periodically and may not 
have been carefully evaluated. An overall review of those coverages is needed 
to determine that the client is adequately protected, but not overinsured or 
overcharged.
The lifetime financial objectives discussed in the General Information module 
indicate that insurance needs vary considerably over a client's lifetime. 
Consequently, periodic review is desirable to determine that a client has 
adequate but not excessive insurance for his current situation. Also, an 
understanding of risk management helps a client realize that life-style 
changes, such as job changes or divorce, affect his or her insurance coverage. 
The client thus may be better able to anticipate and avoid sudden gaps in 
coverage.
Finally, the insurance industry is not static. Because of recent dramatic 
changes in the life insurance, health insurance, and liability insurance 
industries, risk-management decisions need reconsideration. A client's 
situation needs evaluation to determine that new products are utilized if 
advantageous, new strategies for cost containment are developed, and increased 
risks are adequately covered.
The Risk-Management Process
The first step in the risk-management process is to discuss with clients their 
exposure to risk and their insurance coverages and to use data-gathering 
forms to gather information about those risks and insurance policies (see 
exhibits 3-5C and 3-5D). Clients' insurance agents may be able to help supply 
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information or complete parts of the data-gathering forms. Some CPAs review 
clients’ policies and any riders because they believe clients often do not 
remember exactly what coverages they have, or they may not be able to 
interpret the provisions of their policies. Some CPAs recommend requesting 
copies of policies or letters from clients' insurance companies to make cer­
tain that they have the latest policies and all riders.
Insurance consulting companies sometimes perform policy analysis for a reason­
able fee or even no fee. Some CPAs believe that using such companies helps 
them efficiently provide clients with risk-management analysis. CPAs who lack 
insurance expertise should work with clients' insurance agents or other spe­
cialists to review and develop clients' risk-management strategies.
Before finalizing risk-management recommendations in personal financial plans, 
some CPAs discuss tentative recommendations with clients' insurance agents.
Life Insurance
A client's life insurance coverage requires periodic reevaluation as needs 
change and new insurance products present new possibilities. The need for 
life insurance usually increases when a client marries, has children, or 
incurs debt. The needs may decrease, however, as a client funds his 
children's education expenses or if a spouse returns to work. By the time 
children are educated and on their own, a client's life insurance requirements 
may diminish; they may cease altogether at retirement. In contrast, if a 
client's life insurance is required to provide liquidity to an estate, the 
need may increase as the estate grows.
A determination of the amount of life insurance a client should carry requires 
an analysis of the client's life insurance needs at a particular time. As 
needs change, the amount of insurance should be adjusted. Life insurance 
needs may include (1) an estate clearance fund to cover expenses of the last 
illness, the funeral, estate administration, and estate taxes; (2) another 
cash fund for outstanding debt, children's education, and so forth; (3) a fund 
to meet expenses during the children's dependency period; and (4) a fund to 
provide a life income for the surviving spouse. Exhibit 3-5E is a worksheet 
for determining life insurance needs. The worksheet requires a lengthy 
calculation that may be time-consuming, especially if performed for both 
spouses. Although a financial calculator will facilitate the computation, 
some firms develop computer-spreadsheet templates for such calculations.
Calculations of life insurance needs, such as the one in exhibit 3-5E, some­
times cause a client to overinsure because they do not consider all the rami­
fications of a client's situation. They may ignore, for example, the value of 
illiquid assets such as an interest in a closely held business or an inheri­
tance that a spouse will eventually receive. Further, the computed amount may 
provide coverage for goals that the client does not want to insure.
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A preferable approach to computing the required amount of insurance may be 
disclosure of the future cost of each goal [exhibit 3-5E, lines 1(a) to (h) 
and lines 4(a) to (c)], together with conscious decisions about which goals to 
fund with life insurance and which to fund by other means. Schedule C of 
exhibit 3-5E provides a worksheet for such an approach. This procedure 
enables the client and the client's spouse to better understand the consequen­
ces of their insurance decisions.
The ownership of a life insurance policy has estate-planning consequences that 
should not be overlooked during a risk-management analysis. If the insured 
has no incidents of ownership, the policy may be excluded from the insured's 
gross estate for federal estate-tax purposes. Incidents of ownership include 
the right to (1) change the beneficiary; (2) elect policy options, such as 
whether to receive dividends or use them to purchase paid-up additions to the 
policy; (3) borrow against the policy; or (4) surrender the policy. The CPA 
and the client will need to evaluate both risk-management objectives and 
estate-planning objectives, as well as personal considerations, to decide who 
should own the life insurance policies.
The CPA and client may also want to consider whether contingent beneficiaries 
should be named to provide for the possibility that the beneficiary may 
predecease the insured.
Some CPAs recommend that clients with large amounts of life insurance split up 
their coverage among a few insurers rather than have one large policy. They 
believe such diversification reduces the risk of nonpayment or delayed settle­
ment caused by an insolvent insurer.
If the insurance is written in a state with a guarantee fund, diversification 
among insurers may be unnecessary. Insurers operating in such states contri­
bute to the guarantee fund, which is used to satisfy claims against insolvent 
insurers. CPAs can consult the insurance commissioner in their state about 
whether the state has an insurance guarantee fund.
Spreading policies among insurers may increase the cost of insurance, however, 
and cause other problems, such as requiring the client to prove insurability 
to satisfy the underwriting requirements of any new insurers. A client's 
insurability needs to be determined before any recommendation can be made 
about changing insurance policies.
Factors affecting a client's insurability include the insured's age, occupa­
tion, physical condition, residence, financial status, and personal and family 
history. All insurers have maximum age limits and a few have minimum limits 
for accepting applicants. Most insurers will not provide coverage for certain 
occupations that present greater-than-average hazards, such as motorcycle 
racers and deep-sea divers. If a client has a health problem, a policy may be 
offered only at above normal premiums or the application may be rejected 
completely. Underwriting standards differ, however, by company and over time. 
If an application is rejected by one company, the client should be encouraged 
to try others. In addition, the following types of life insurance may not 
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require standard underwriting procedures: group policies, single-premium 
policies, credit insurance, and mortgage insurance. In any event, a client 
should not let an existing policy lapse until a replacement policy is in 
force or a decision is made that the insurance coverage is not needed.
If considering replacing an existing policy, factors other than insurability 
concerns are involved. The following costs may be incurred: Surrender 
charges, taxes, commissions fees, medical examination expenses, and pro­
fessional fees for evaluating alternative policies. If the cash surrender 
value of the original policy will be reinvested, its projected rate of return 
may offset some of the replacement costs. Changes in the risk of attaining 
the projected rate of return should be considered, however. Key policy terms 
to compare include guaranteed rates of return, interest rates used in settle­
ment options, and interest rates on policy loans. Options for using the cash 
surrender value of a terminated policy, known as nonforfeiture options, need 
to be examined. Older policies may provide more favorable options for paid-up 
insurance or extended-term coverage. Finally, with a new policy, the client 
will probably be subject to a suicide clause for a specified time period and a 
two-year waiting period for the incontestable clause to take effect.
Tax Issues. Employers may deduct group life insurance premiums on policies 
covering employees and their families. They may also deduct premiums for 
nongroup policies if—
o The premiums are additional compensation for the employee,
o The employee’s total compensation, including the premiums, is not 
unreasonable, and
o The employer is not directly or indirectly a beneficiary.
Various rules limit the deduction for interest expense on loans from life 
insurance policies. Depending on how the proceeds are used, interest expense 
on loans from personally owned policies will be subject to the rules for 
deducting personal interest expense, investment interest expense, or interest 
expense related to passive activities.
If an employer or sole proprietor owns one or more policies on employees, 
officers, or individuals with a financial interest in the entity, interest 
expense on policy loans may be limited. If aggregate loans on policies for 
the same individual exceed $50,000, interest expense attributable to the 
excess is nondeductible, even if the loan proceeds are used in the entity’s 
business. That limitation applies only to loans on policies purchased after 
June 20, 1986.
The provision that one-half of the excess of adjusted net book income over 
alternative minimum taxable income is a tax preference item may subject a por­
tion of the proceeds of key-person life insurance to the corporate alternative 
minimum tax. Consequently, a corporation may need additional key-person life 
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insurance. Alternatively, the corporation may want to hold the insurance out­
side of the corporation, if possible.
Kinds of Life Insurance
Once the amount of required life insurance is determined, the client will have 
to choose a policy from among a variety of available life insurance products.
Term Insurance. Term insurance only provides insurance protection. It does 
not include a savings element. The lowest-cost life insurance is usually 
nonguaranteed (nonrenewable) term. With that insurance, however, the insured 
may have to demonstrate insurability to renew the policy at the end of the 
policy period. For a somewhat higher premium a client can purchase renewable 
term and have the option of renewing coverage even if he or she becomes unin­
surable. The premium for term insurance either starts at a low rate and 
increases annually as the insured gets older or begins at a higher amount and 
remains level over a specified number of years, such as five years. Term 
insurance is relatively inexpensive and may be suitable if an insurance need 
is temporary, such as mortgage insurance or education-fund coverage. To 
obtain adequate insurance when needs are highest, a client may prefer the 
lower cost and flexibility of term insurance.
Life expectancy has increased over the years and the insurance industry 
periodically develops new mortality tables to reflect that. Premiums on older 
policies, however, may be tied to twenty- or thirty-year old mortality tables 
and be higher than the same insurance tied to a more recent table. Clients 
who are in good health and have policies that have been in force for numerous 
years may be able to have the policy rewritten with a lower premium. This is 
especially true for term policies.
Whole Life Insurance. This insurance is intended to provide protection for an 
insured’s entire life. The premium generally remains the same for the life of 
the policy. It is suitable for insurance needs that a client expects to have 
for his or her entire life, such as providing estate liquidity. It generally 
includes a savings element. Premiums paid in excess of administrative expen­
ses (commissions and selling and marketing expenses) and mortality costs (the 
cost of the insurance element) are added to accumulated cash values that earn 
interest.
Universal Life Insurance. Universal life is a flexible premium insurance pro­
duct that includes monthly renewable term insurance and an investment com­
ponent. The insured can vary the death benefit and the amount and frequency 
of premium payments. Administrative expenses are deducted' from each premium 
payment. The remainder is added to the policy’s accumulated cash value. 
Mortality charges are deducted from the cash value monthly. In addition to 
taking out policy loans, insureds may be able to make partial cash 
withdrawals. Under current tax laws, withdrawals up to a client’s basis in 
the policy are not subject to tax.
Universal life policies generally provide higher returns on invested cash than 
conventional whole life policies. The policies usually have a guaranteed 
yield for one year, and a guaranteed minimum yield. Advertised yields may be 
misleading because they are the return on only the investment portion, after 
deductions of expenses and mortality charges. Consequently, to compare uni­
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versal life policies, CPAs need information about mortality charges and admin­
istrative expenses in addition to advertised yields.
Variable Life Insurance. A variable life policy is a permanent insurance 
contract with level premiums. The policy's cash reserve is maintained in a 
separate account, and the policyowner determines how it is invested. The 
investment choices usually include equity funds, bond funds, money market 
funds, and so forth. The policyowner can also change the investment type. 
The policy's death benefit varies with the investment experience of the 
separate account, but cannot be less than its original face amount.
Universal Variable Life Insurance. This insurance combines the flexible 
features of universal life and variable life policies. The policyowner can 
vary the amount and timing of premium payments as well as the face amount of 
the policy. To increase the face amount of the policy, however, the insured 
has to meet the company's underwriting requirements. As with variable life 
policies, the policyowner determines how the cash reserve is invested and can 
change how it is invested.
Other kinds of policies exist, as do hybrids of those described. The variety 
of policies expands the possibility of finding policies to meet specific 
client needs. The chart in exhibit 3-5A compares some of the life insurance 
options currently available.
Life Insurance Cost
Life insurance costs vary widely. The premiums include mortality charges and 
administrative expenses, which are computed and charged differently by dif­
ferent insurers. Consequently, a comparison of policy costs is an important 
aspect of policy selection.
Various computational methods are used to compare the cost of life insurance. 
The surrender-cost index and the net-payment cost index are two traditional 
cost-comparison indexes. The surrender-cost index determines the cost of life 
insurance if the policy is surrendered at the end of a certain number of 
years. The net-payment cost index determines the cost if death occurs at the 
end of a certain number of years. (See Exhibit 3-5F for a worksheet to com­
pute those indexes.) The computations are based on information from the 
insurer concerning future dividends and cash value. Those figures may not be 
guaranteed in the insurance contract. Dividends are probably not guaranteed. 
Some insurers are conservative in estimating future dividends and others are 
not. The CPA should be aware of the extent to which a computation depends on 
an insurer's estimates and, if possible, consider whether those estimates are 
reasonable. Cost comparisons illustrate the enormous variance in life 
insurance cost among companies, even for similar policies.
Cost comparisons, together with information about policy options and the 
insurer's financial stability and management record, can be used as a basis 
for selecting term insurance contracts. Additional information about the 
insurer's investment record and insurance costs is important in evaluating 
whole life, universal life, and variable life products. Exhibits 3-6M and 
3-6N in module VI are worksheets for evaluating insurance companies and 
investment aspects of insurance products. Much of the information required to 
complete those analyses can be obtained through insurance brokers or through 
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A.M. Best & Co.’s insurance-company-rating services. Some cost information, 
such as information about administrative expenses and mortality costs, may not 
be in the contract or available from the agent or broker. The CPA may need to 
obtain it from the insurance company. Periodicals, such as Consumers Report, 
sometimes evaluate specific policies of various insurance companies.
If a client’s life insurance needs are carefully computed and the cost and 
options of suitable policies compared, the client should neither buy too much 
nor pay too much for life insurance. Insurance needs, however, are usually 
determined as if the client died today. Consequently, to be sure the client 
does not overpay or underinsure in the future, the client’s life insurance 
needs should be periodically redetermined.
Disability Insurance
Some clients who have adequate health and life insurance coverage have no 
disability coverage. Reviewing a client’s disability insurance coverage, 
recommending suitable coverage levels, and communicating the importance of 
this coverage can be a major contribution to a client’s overall personal 
financial plan. The probability that an individual will experience a disabi­
lity of more than ninety days is statistically more likely than the probabi­
lity of premature death, even at age sixty. In addition, the economic 
consequences of disability may be more severe. The disabled client's wages 
may be lost and, in addition, the family may incur sizeable medical expenses. 
Disability insurance replaces a percentage of an insured's earned income in 
the event of a disabling illness or accident. Amounts of disability insurance 
are usually limited to a percentage of the insured's earnings.
The amount of additional disability insurance needed is the excess, if any, of 
continuing monthly expenses over continuing sources of income. Continuing 
income includes a spouse's earnings, investment income, social security disa­
bility income, and existing disability insurance income.
Disability benefits of employer-provided policies are generally subject to 
income tax. Consequently, only the net amount after tax is available to meet 
expenses. If the client pays the premiums, however, the benefits are not sub­
ject to tax. The full benefit is available to meet expenses.
A policy's definition of disability determines whether benefits will be paid. 
It should be reviewed with the client. Some policies pay if the insured can­
not perform the duties of his or her own occupation. Some provide benefits if 
the insured cannot perform any job for which the insured is reasonably suited 
by education, training, or experience. Some policies use the first definition 
for two years and then switch to the second definition. Some policies provide 
benefits only if the insured is unable to perform the duties of any gainful 
occupation. Such a policy would not sufficiently protect an insured from 
possible loss of income.
Some clients may want partial or residual disability insurance. Partial disa­
bility insurance provides disability payments in the event an insured is 
disabled and suffers a reduction in income, even though the insured is not 
totally disabled. Residual disability covers an insured who is totally 
disabled for a period of time (the minimum amount of time is specified in the 
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contract) and then is subsequently partially disabled, perhaps returning to 
work part-time. Residual coverage pays during a period of partial disability 
following a period of total disability. Some CPAs regularly recommend that 
clients’ policies include residual disability coverage.
(Text continued on page 3-5.07)
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Another key policy feature of disability insurance is the duration of 
benefits. Some policies pay benefits for two years, some until age sixty- 
five. Although a two-year policy may cover most actual disability periods, 
only the latter policy provides protection against the risk of long-term 
disability.
Exhibit 3-5G can be used to determine a PFP client’s disability insurance 
needs. Existing coverage can be analyzed in terms of both its amount and 
quality (see exhibit 3-5H). If indicated, a CPA can recommend remedies for 
gaps in coverage. Exhibit 3-5H can be used to compare features of policies 
under consideration.
Health Insurance
Spiraling medical costs have made health insurance a necessity for most 
people. Consequently, a CPA may want to review a PFP client’s health insurance 
coverage for adequacy, cost effectiveness, and gaps in coverage. Health 
insurance usually includes both a basic and a major medical policy, which are 
combined in a comprehensive medical plan. The basic policy covers limited 
amounts of hospital, surgical, and medical expenses. A major medical policy 
supplements the basic policy. It covers expenses not covered by the basic 
policy and expenses in excess of the basic policy coverage. Major medical 
policies often have a deductible and require a co-payment by the insured of 
about 20 percent. In some policies, the co-payment is eliminated after the 
insured has paid co-payments of $2,000 or $3,000. Major medical policies have 
limits ranging from $10,000 to $1 million. Some have no limits. A client 
receives the most protection from a major medical policy with high limits. A 
client may wish to consider increasing policy deductibles, if necessary, to 
afford the higher limits. If an employer-provided major medical policy offers 
insufficient coverage, a client may want to obtain additional major medical 
coverage independently.
Medicare is available to individuals sixty-five and over. The Part A hospital 
insurance provides limited hospital, nursing, and home health coverage. Part 
B provides supplementary medical insurance, covering 80 percent of reasonable 
medical costs after a deductible. Medicare does not cover all medical 
insurance needs of individuals over sixty-five; a medicare supplemental policy 
is usually required for clients to have adequate health insurance coverage. 
Supplemental coverage is discussed in the Guide to Health Insurance for People 
with Medicare, which is available free from the Consumer Information Center-A, 
P.O. Box 100, Pueblo, Colorado 81002.
Health maintenance organizations (HMOs) provide comprehensive medical services 
for a fixed monthly fee. Services usually include hospitalization, surgery, 
office visits (including examinations), and vision care. Participants are 
usually required to use HMO facilities or health care providers specified by 
the HMO.
Most clients will have employer-provided health insurance. Some CPAs 
recommend explaining the employer-provided benefits and claims procedures 
to clients who are not aware of all coverages. CPAs can review the employer 
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policy for possible gaps as well as to determine the adequacy of major medical 
and other coverages. The client may need to supplement the employer’s 
coverage.
The CPA can also look for other possible gaps in overall coverage, such as 
coverage for college-age children, coverage when changing jobs, insurance for 
the self-employed, and coverage for an ex-spouse and children after a divorce. 
The CPA may recommend increased or supplemental coverage or recommend that the 
client take advantage of the limited-time coverage employers are now required 
to make available to employees and their spouses after death, divorce, or 
termination of employment. The CPA may also want to consider cost control 
strategies, such as increasing deductibles.
Property Insurance
As property owners, clients face various risks. Property such as primary and 
vacation residences, personal property, automobiles, boats, and rental 
property can be destroyed by fire, theft, or other perils. Liability suits 
from persons using or injured on client’s property are even greater potential 
risks.
Although many clients will have adequate property insurance, CPAs may find 
gaps in the coverage of some. Homeowners policies are package policies that 
cover residence structures, personal property, and personal liability. See 
Exhibit 3-5B for a chart comparing the various homeowners packages. To meet 
co-insurance clauses, homeowners policies usually need to cover 80 percent of 
a property’s current value, excluding land. Special homeowners policies are 
available for renters (HO-4), condominium owners (HO-6), and older homes in 
urban areas that have a replacement cost that is substantially more than their 
market value (H0-8). HO-3 is a widely used package because it provides broad 
coverage: Rather than covering only named perils, it covers the residence and 
other structures against all risks except those specifically excluded, such as 
vandalism if the dwelling has been vacant for more than thirty days.
In addition to the overall limitations on personal property coverage in 
homeowners policies, certain personal property has special coverage limits. 
For example, coverage is limited to $1,000 for theft of jewelry and $2,500 for 
theft of silverware. To obtain adequate coverage, clients may need floater 
policies on certain property. CPAs sometimes encourage clients to keep 
updated inventories, and perhaps photographs, of personal property. They help 
evaluate the adequacy of personal property coverage and may be invaluable in 
the event of a loss. Separate policies are required for some coverages, such 
as flood insurance.
Liability coverage in homeowners, renters, and automobile policies should be 
reviewed for consistency among the policies. Increased coverage is often 
available for little additional cost. As with other insurance, higher 
deductibles can help contain the cost.
Extended Personal Liability Coverage. Liability coverage included in 
homeowners and automobile insurance policies may be limited to $100,000 or 
$300,000. Today, when liability suits are settled for $1 million and more, 
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such coverage is probably inadequate. Extended personal liability coverage, 
called umbrella coverage, may be available for $100 to $200 and provides 
liability coverage of $1 million to $10 million. Umbrella policies provide 
coverage in excess of specified amounts. The CPA can check for a gap in 
coverage between the maximum coverage in the basic policies and the specified 
amount in the umbrella policy. If a gap exists, the client can increase the 
liability limits in the basic policies or reduce the specified amount in the 
umbrella policy.
Extended liability coverage does not cover all risks. It does not cover 
intentional injury or liability resulting from occupational activities. 
Because of the potentially high legal costs in liability suits, the coverage 
should preferably include legal defense costs.
Other Insurance
Clients may have special insurance needs because of their occupations, 
possessions, or hobbies. While working with a PFP client, the CPA will want 
to consider if the client has unusual risks of loss, not covered by the basic 
personal insurance policies.
Clients owning small businesses may request CPAs to review their business 
coverages during the PFP engagement. Commercial auto, property, liability and 
extended coverage policies may be required, as well as coverages such as 
business interruption insurance, inland marine insurance, burglary and theft 
insurance, fidelity bonds, products liability, professional liability, and 
errors and omissions insurance. CPAs may need to work with the client’s 
insurance agent or other specialist when reviewing a client’s commercial 
insurance requirements.
The escalating occurrence and size of professional liability lawsuits have 
increased both the need and the cost of professional liability insurance. 
Professionals, including doctors, lawyers, pharmacists, architects, 
publishers, entertainers, and others may require such insurance. Because of 
the potential exposure to loss, a CPA may want to discuss the adequacy of 
professional liability coverage with clients who require it. Some CPAs also 
discuss errors and omissions insurance with clients whose professions make 
such insurance desirable, such as real estate agents, stockbrokers, 
consultants, engineers, lawyers, and others. Errors and omissions insurance 
protects insureds sued by clients who have incurred losses resulting from the 
insured’s negligent act, error, or omission.
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Exhibit 3-5A
Analysis of Life Insurance Products
Kind
General 
Description
Investment 
Vehicle
Investment 
Flexibility
Premium 
Flexibility
Face Amount 
Flexibility
Nonguaranteed 
term
Lowest cost 
coverage 
possible
None Not applicable None; increases 
yearly
None
Yearly renewable 
term
Quality term None Not applicable None; increases 
yearly
None
Whole life Basic coverage, 
may pay 
dividends
Insurer- 
selected 
long-term 
bonds and 
mortgages
None, except by 
borrowing from 
policy to 
reinvest
None, although 
dividends may 
reduce or 
eliminate 
premium, and 
loans are 
available
None; added 
coverage 
requires new 
purchase and 
physical
Universal life Coverage with 
flexibility in 
premiums and 
face amount
Annual 
interest­
sensitive 
investments
None, except by 
withdrawal of 
capital
Maximum, 
ranging from 
enough for 
mortality 
and expenses 
on up
Much; increased 
or decreased to 
suit insured’s 
life setting, 
although major 
increases 
require good 
health
Variable life Coverage with 
flexibility in 
investment 
instruments
Common stock; 
bond finds; 
guaranteed- 
interest rate 
funds; zero­
coupon bonds; 
money market 
instruments, 
etc.
Maximum, with 
insured 
directing 
investment 
activity
None, although 
loans are 
available
None; added 
coverage 
requires new 
purchase and 
physical
Universal 
variable life
Coverage with 
flexibility in 
investment 
instruments, 
premiums and 
face amount
Common stock; 
band funds; 
guaranteed- 
interest rate 
finds; zero­
coupon bonds; 
money market 
instruments, 
etc.
Maximum, with 
insured 
directing 
investment 
activity
Maximum, 
ranging from 
enough for 
mortality 
and expenses 
on up
Much; increased 
or decreased to 
suit insured’s 
life setting, 
although major 
increases 
require good 
health
Source: Adapted from the Baldwin Financial Systems Product Analyzer. Northbrook, IL: Baldwin 
Financial Systems, Inc., 1986. Used with permission.
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RISK-MANAGEMENT
DATA-GATHERING FORMS

Exhibit 3-5C
(1 of 5)
Short Data-Gathering Form 
Insurance
Name________________________________________ Date______________
Life Insurance Policy 1 Policy 2 Policy 3
Insured
Insurance company
Policy number (or 
group)
Policy owner
Beneficiaries
Type of policy
Face amount $ $ $
Cash-surrender value $ $ $
Policy loans $ $ $
Interest rate on loans % %
Annual premium $ $ $
Estimated dividend $ $ $
Disability
Insurance
Insured
Insurance company
Policy number (or 
group)
3-5.15
(2 of 5)
Disability
Insurance (cont.) Policy 1 Policy 2 Policy 3
Definition of dis­
ability: Unable to 
perform (check 
one) —
(1) Own occupation
(2) Occupation 
for which 
reasonably 
suited by 
training and 
education
(3) Any occupation
(4) Combination 
of the above
Waiting period
Benefit period
Benefit $ $ $
Partial disability 
covered?
Residual disability 
covered?
Annual premium $ $ $
Medical Insurance Policy 1 Policy 2
Insured family 
member(s)
Insurance company
Group policy (yes or 
no)
Major medical limits: 
Annual for each 
individual $ $
3-5.16
(3 of 5)
Medical Insurance 
(cont.)
Lifetime for an 
individual
Annual for family
Lifetime for family
Deductibles
Annual for each 
individual
Annual for family
Co-payment
Annual premium
Policy 1 Policy 2
$ $
$ $
$ $
$ $
$ $
% until pay $ % until pay $
$ __________________________
Homeowners Insurance Property 1 Property 2 Property 3
Property address
Insurance company
Market value of 
dwelling $ $ $
Replacement cost for 
dwelling $ $ $
Insurance on dwelling $ $ $
Personal liability 
insurance $ $ $
List personal property 
insured separately 
under personal 
article floaters
Personal property 
covered for replace­
ment value?
11/87
3-5.17
(4 of 5)
Homeowners Insurance Property 1 Property 2 Property 3
(cont.)
Deductible $ $ $
Annual premium $ _________________$
Automobile Auto 1 Auto 2 Auto 3
Describe automobile
Insurance company
Liability $ $ $
Property damage $ $ $
Uninsured motorist 
coverage?
Collision?
Are rental cars 
covered?
Deductible $ $ $
Annual premium $ _________________$
Umbrella Liability
1. Do you have excess liability insurance? ____ Yes ____ No
2. If so, what is the maximum coverage? $____________________________________
3. Insurance company __________________________________________________________
11/87
3-5.18
(5 of 5)
Other Property
Do you own property that is not insured?
If yes, describe below:
Description
____Yes ____No
Market Value
3-5.19
Exhibit 3-5D
(1 of 9)
Long Data-Gathering Form
Insurance
Name________________________________________________ Date__________________
Risk Profile (Only list property not itemized on the general data-gathering 
form.)
Description
Estimated 
Market Value
1. Residences and
other real estate
2. Automobiles
3. Other motor __________________________________
vehicles __________________________________
(including recre­ __________________________________
ational vehicles __________________________________
and trailers) __________________________________
4. Boats and air­
planes
3-5.20
(2 of 9)
Estimated
Description Market Value
5. Coin collection, __________________________________ _______________
stamp collection, __________________________________ _______________
other collect- __________________________________ _______________
ibles
6. Jewelry, watches, __________________________________
furs (if over __________________________________
$1,000) __________________________________
7. Silverware, gold- __________________________________
ware (if over __________________________________
$2,500) __________________________________
8. Firearms (if over __________________________________
$2,000) __________________________________
9. Business property __________________________________
at home (if over __________________________________
$2,500) __________________________________
10. Business property ______________________________
used away from ______________________________
home (if over ______________________________
$250) ______________________________
3-5.21
(3 of 9)
11. Computer hardware ______________________________  
and software (if ______________________________  
over $2,500) ______________________________
12. Does your occupation or your spouse’s involve potential liability for 
malpractice, errors, omissions, or employee liability? ____ Yes ____ No
Explain ______________________________________________________________________
13. Do you or your spouse serve on the board of directors of any 
organizations? ____ Yes ____ No Explain __________________________________
14. List any hobbies of family members that are potentially hazardous or 
could lead to personal liability exposures.
Family Member Hobby
15. Please explain other possible liability or property exposures that con­
cern you, if any. __________________________________________________________
3-5.22
(4 of 9)
Life Insurance
Policy 1 Policy 2 Policy 3
Insured
Insurance company
Policy number (or 
group)
Policy owner
Issue age
Type of policy 
(term, whole life, 
univ. life, etc.)
Beneficiaries
Contingent 
beneficiaries
Face amount $ $ $
Other benefits
Cash-surrender 
value $ $ $
Policy loans $ $ $
Interest rate 
on loans % % %
Annual premium $ $ $
Estimated dividend $ $ $
Dividend option
Disability Insurance
Policy 1 Policy 2 Policy 3
Insured
Insurance company
3-5.23
(5 of 9)
Disability Insurance (cont.)
Policy number (or 
group)
Definition of dis­
ability: Unable 
to perform (check 
one) —
(1) own occupation
(2) occupation for 
which reason­
ably suited by 
training and 
education
(3) any occupation
(4) combination of 
the above
Waiting period
Benefit period
Monthly benefit
Partial disability 
covered?
Residual disability 
covered?
Cost-of-living rider?
Guaranteed renewable?
Annual premium
Policy 1 Policy 2 Policy 3
$ $ $
$ $ $
3-5.24
(6 of 9)
Medical Insurance
Insured family 
member(s)
Insurance company
Group policy (yes or
Hospital expense in­
surance
Daily room benefit
Number of days
Maximum miscel­
laneous expenses
Surgical expense in­
surance — maximum, 
type of schedule
Major medical insurance
Maximum limits:
Individual 
Annual
Lifetime
Family — 
Annual
Lifetime
Deductible 
Individual
Family
Co-payment
When are second 
opinions required?
Annual premium
Dental 
Deductible
Co-payment
Maximum
Annual premium
no
Policy 1 Policy 2 Policy 3
)
$ $
$ $ _________________
$ $ $
$ $ $
$ $ $
$ $ $
$ $ $
$ $ $
% of first % of first % of first
$ $
$ $ $
$ $ $
$ $ $
$ $ $
$ $ $
11/87
3-5.25
(7 of 9)
Homeowners Insurance
Property 1 Property 2 Property 3
Property address
Insurance company
Policy number
Homeowners # (see ex­
hibit 3-5B)
Required co-insurance 
percent % % %
Cost to replace 
dwelling $ $ $
Market value of 
dwelling $ $ $
Coverage
Dwelling $ $ $
Personal property $ $ $
Personal liability $
Medical payments 
to others $ $ $
Automatic inflation 
adjustment?
Personal property 
covered under 
personal article 
floaters (describe):
$ $ $
$ $ $
$ $ $
Personal property in­
sured for replace­
ment cost?
Deductible $ $ $
Annual premium $ $ _________________
11/87
3-5.26
(8 of 9)
Automobile Insurance
Vehicle 1 Vehicle 2 Vehicle 3
Description of vehicle
Insurance company
Policy number
Named insured
Other drivers
Liability limits
Bodily injury
Each accident $ $ $
Each person $ $ $
Property damage $ $ $
Medical payments $ $ $
No-fault benefits $ $ $
Rental car coverage?
Uninsured motorist 
coverage?
Collision — deductible $ $ $
Comprehensive — de­
ductible $ $ $
Other
Annual premium $ $ $
Umbrella Liability
Policy 1 Policy 2 Policy 3
Insurance company
Maximum coverage $ $ $
3-5.27
(9 of 9)
Umbrella Liability (cont.)
Policy 1 Policy 2 Policy 3
Required basic auto 
liability coverage $ $ $
Required basic home­
owners liability 
coverage $ $ $
Other required lia­
bility coverages 
(describe) —
$ $ $
Annual premium $ $ $
Other Insurance
Policy 1 Policy 2 Policy 3
Type of policy
Covered property or 
liability
Insurance company
Policy number
Limits
Property $ $ $
Liability $ $ $
Annual premium $ $ $
3-5.28
Exhibit 3-5D.1
Risk-Evaluation Form
Name _________________________________________ Date _______________
Probability of Occurrence Financial Impact
Instructions: For each risk, enter in the corresponding box the score of the column 
that describes the probability that the risk will occur. In addition, enter in 
the corresponding box the score of the column that describes the financial impact 
if the risk occurs. Enter the sum of the two numbers in the column headed "Total.”
11/87
3-5.28.1
High Good Avg Low Poor High Good Avg Low Poor Total
5 432 1 10 864 2
Risks
Loss of Income 
During client 
life
After client dies 
Business 
interruption
Estate Liquidity 
Final expenses 
Estate taxes 
Administration
Loss of Property 
Total loss 
Loss of use 
Repairs/replace
Injury to Others 
Damage to 
property
Damage to person 
Damage to 
reputation
Illness/Injury of Family
Catastrophic 
events
Routine events 
Old-age needs
Other Occurrences 
Boards of 
directors 
Professional 
liability 
Scheduled 
property 
Inflation 
adjustment

RISK-MANAGEMENT
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5EExhibit 3 
(1 of 5)
Life Insurance-Needs Worksheet
Objective: To determine if the client needs additional life insurance.
Client________________________________________________ Date________________
Note: All amounts should be in current dollars unless indicated otherwise.
1. Cash needs
a. Estate-clearance fund
b. Emergency fund
c. Debt repayment at death
d. Education fund
e. Other _______________
f. Total cash needs
g. Cash needs not to be funded
h. Cash needs to be funded [line 1(f) 
less line 1(g)]
2. Resources
a. Liquid assets
b. Assets convertible into cash [ex­
clude investments reserved for 
retirement on exhibit 3-8G (line 
4(c) below)]
c. Life Insurance
d. Total liquid and cash resources
3. Net cash needs (excess) [line 1(h) 
less line 2(d)]
4. Income-continuation needs
a. Until youngest is 18
b. Balance of years until retirement
c. Retirement years
5. Additional life insurance indicated 
[add lines 3, 4(a), 4(b), and 4(c)]
6. Income-continuation needs
not to be funded
7. Additional life insurance needed 
(line 5 less line 6)
Decedent ___
Husband Wife Reference
Exhibit 3-9F
  Exhibit 3-7D
  Schedule C
  Exhibit 3-2G
  Schedule A
Schedule B 
--------- ---------- Exhibit 3-8G, 
 line 15
Schedule C
7/88
3-5.31
(2 of 5)
Schedule A Income Continuation Until Youngest Child is Eighteen
Decedent
Husband Wife Reference
1. Years until youngest child is 18 years old
2. Estimated average inflation rate during 
lifetime
3. Estimated average before-tax return on 
investments
4. Estimated annual living expenses
Exhibit 3-3A 
or 3-3B
a. Adjust for decedent's expenses included 
on line 4
b. Adjust line 4 for increases in family 
expenses, including increases in day 
care expenses
c. Adjusted annual living expenses: 
Line 4 minus line 4(a) plus line 4(b)
d. Gross-up the annual living expenses on 
line 4(c) for taxes:
divide the amount on line 4(c) by [1.00 
minus the estimated average tax rate for 
this period]
5. Annual resources
a. Surviving spouse's earnings
b. Children's social security
c. Other income
d. Total
6. Annual amount required (excess) [line 4(d) 
less line 5(d)]
7/88
3-5.32
(3 of 5)
7. Compute the inflation- 
adjusted rate of return 
during the period:
1 + interest rate on line 3
1 + interest rate on line 2
1
8. Amount needed to fund 
annual amount required: 
Multiply line 6 times 
the present value of an 
annuity factor for the 
number of years on line 
1 at the interest rate on 
line 7. (See table 3 in 
the unit 3 appendix and 
interpolate or use a 
financial calculator.)
x 100
To page 1, 
line 4(a)
Schedule B Income Continuation for Balance of Years
Until Retirement
__________ Decedent___________
Husband Wife Reference
1. Years until retirement
2. Estimated annual living Exhibit 3-3A
expenses ______________ ______________ or 3-3B_____
a. Adjust for decedent’s 
and children’s expenses
on line 2 ______________ ______________ _____________
b. Other adjustments ______________ ______________ _____________
c. Adjusted annual living
expenses: Line 2 
minus line 2(a) plus
<minus> line 2(b) ______________ ______________ _____________
d. Gross-up the annual
living expenses on line
2(c) for taxes: Divide 
the amount on line 2(c) 
by [1.00 minus the 
estimated average tax 
rate for this period] .___________ ______________ _____________
3-5.33
(4 of 5)
3. Annual resources
a. Surviving spouse’s 
earnings
b. Other _________________
c. Total resources
4. Annual amount required 
(excess) [line 2(d) less 
line 3(c)]
5. Compute the future value of 
the amount on line 4 in the 
number of years on schedule 
A, line 1, at the expected 
average inflation rate on 
schedule A, line 2. (See 
table 2 in the unit 3 
appendix.)
6. Amount needed to fund the 
annual amount required: 
Multiply line 5 times the 
present value of an annuity 
factor for the number of 
years (line 1 less schedule 
A, line 1) at the interest 
rate on schedule A, line 7. 
(See table 3 in the unit 3 
appendix and interpolate or 
use a financial calculator.)
7. To determine the lump sum 
required today, compute the 
present value of the amount 
on line 6 in the number of 
years on schedule A, line 1 
at the interest rate on 
schedule A, line 3. (See 
table 1 in the unit 3 
appendix.)
To page 1, 
line 4(b)
3-5.34
(5 of 5)
Schedule C Life Insurance Needs Adjustment
List below the life insurance needs from 
page 1 that will not be funded and the 
reasons why
Cash needs
Amount Explanation
Total cash needs not funded  To page 1, line 1(g)
Income continuation needs
Total income continuation needs not funded To page 1, line 6
3-5.35
Exhibit 3-5F
Life Insurance- 
Surrender-Cost Index
Objective: To compute the cost indices of a particular life insurance policy 
if it is surrendered or redeemed for the face amount after a specified number 
of years. Cost indices can be compared to determine the relative cost of 
various policies.
Client________________________________________ Date______________________
Policy________________________________________
To compute the surrender-cost index for a whole life policy at the end of n 
years (the annuity interest factors should be computed at the interest rate 
the premiums can yield if invested elsewhere):
1. Future value of total premiums for n years: Annual
premium times the factor for the future value of
an annuity due. (See line 6 for a computation
of the factor.) ___________
2. Less future value of dividends for n years: The sum of
each annual dividend times its future value factor.
(See table 2 in the unit 3 appendix.) ___________
3. Net premium for n years: Subtract line 2 from line 1. ___________
4. Cash value at the end of n years. ___________
5. Net cost for n years: Subtract line 4 from line 3. ___________
6. Future value of $1 annuity due for n years. Find the
factor in table 4 (unit 3 appendix) for n + 1 years
and subtract 1.00 from it. ___________
7. Divide line 5 by line 6 for the interest-adjusted
annual cost. ___________
8. Divide line 7 by 10 for the annual cost (return on in­
vestment) per $1,000 of insurance. ___________
Net Payment-Cost Index
9. Divide line 3 by line 6.
10. Divide line 9 by line 10 for the annual cost (return on 
investment) per $1,000 of insurance.
11/87
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Exhibit 3-5F.1
Life Insurance 
Policy-Evaluation Survey
Objective: To determine the life insurance policy that best meets the 
client’s needs.
Client’s Instructions for Completing the Client Survey
Score each criterion based on its importance to you.
Client Survey 
Very
Important Unimportant
Comparisons 
Policies
Minimum impact on cash flow
Low policy loan rates
Waiver of premium on disability
Premium flexibility
Death benefit flexibility
Investment vehicle flexibility 
Longest interest rate guarantee 
period
Mortality cost guarantee
Minimum surrender charge
Dividend option to buy more 
insurance
Conversion privilege
Other:
5 4 3 2 1
Total Score
Professional Instructions for Completing the Policy Comparisons
Review the proposed insurance policies. If a policy’s provision for a partic­
ular criterion meets or exceeds the client’s rating for that criterion, the 
client’s rating should be entered in the appropriate box for that policy. If 
the policy’s provision does not meet the client’s rating, leave the correspond­
ing box for that policy blank. Total the scores for each policy to determine 
which alternative best meets the client’s needs. Before making a final recom­
mendation, you may wish to compare each carrier on the basis of cost and its 
financial strength as reported by A.M. Best Co. or similar reports.
11/87
3-5.36.1

Exhibit 3-5G
Disability Insurance-Needs Analysis
Objective: To determine if the client needs additional disability insurance
Client
If Client 
Disabled
Date
If Spouse 
Disabled
Available Funds
Lump 
Sum
Monthly 
Income
Lump 
Sum
Monthly 
Income
Current disability income 
insurance $ $ $ $
Social security benefits
Qualified pension plans
Nonqualified plans
Salary-continuation plan
Spouse’s earnings
Annuities
Proceeds from sale of 
business interest
Other
Total
Expenses
Monthly expenses (see ex­
hibit 3-3B)
Other expenses (such as 
education expenses)
Extra expense — disabled 
person
Total
After-tax percentage (sub­
tract tax rate from 1.00)
Pre-tax income needed 
(divide total by after­
tax percentage)
Excess (deficiency) of 
disability income $ $ $ $
11/87
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RISK-MANAGEMENT
ILLUSTRATIVE WORKPAPERS WITH CLIENT RECOMMENDATION

Exhibit 3-5I
(1 of 18)
Long Data-Gathering Form
Insurance
Name Mark and Judy Sample (2 children, ages 2 and 5) Date 1/2/19X1_________
Risk Profile (Only list property not itemized on the general data-gathering 
form.)
1. Residences and
other real estate
Description
Residence
Vacation condominium
Estimated 
Market Value
200,000
125,000
2. Automobiles 19X0 Toyota 12,000
19X0 Chevrolet 6,500
3. Other motor
vehicles
(including recre­
ational vehicles
and trailers)
4. Boats and air­
planes
Sailboat 25,000
3-5.41
(2 of 18)
Estimated 
Description Market Value
$2,000)
5. Coin collection, Doll collection 3,500
stamp collection,
other collect-
ibles
6. Jewelry, watches,
furs (if over
$1,000)
7. Silverware, gold-
ware (if over
$2,500)
8. Firearms (if over
9. Business property
at home (if over
$2,500)
10. Business property
used away from
home (if over
$250)
3-5.42
(3 of 18)
Estimated
Description Market Value
11. Computer hardware _____________________________ ______________________
and software (if _____________________ _______ ______________________
over $2,500) _____________________________ ______________________
12. Does your occupation or your spouse’s involve potential liability for
malpractice, errors, omissions, or employee liability? ____Yes ____No
Explain ____________________________________________________________________
13. Do you or your spouse serve on the board of directors of any 
organizations? x Yes ____No Explain Mark is on employer’s_____
board of directors.
14. List any hobbies of family members that are potentially hazardous or 
can lead to personal liability exposures.
Family Member
Mark
Hobby
Rodeo rider
15. Please explain other possible liability or property exposures that con­
cern you, if any. Concerned about college education expenses for_
children ages 5 and 2 in the event of my premature death.
3-5.43
(4 of 18)
Life Insurance
Policy 1 Policy 2 Policy 3
Insured Mark Mark Judy
Insurance company XYZ Life Employer Life XYZ Life
Policy number (or 
group) 12345678 group 87654321
Policy owner Mark Employer Mark
Issue age —— —— 10/1/19X0
Type of policy 
(term, whole life, 
univ. life, etc.)
Annual 
renewable term Group term Whole life
Beneficiaries Judy Judy Mark
Contingent 
beneficiaries children children children
Face amount $100,000 $ 50,000 $ 50,000
Other benefits —— ——
Cash-surrender value $- $- $ 1,200
Policy loans $- $- $-
Interest rate 
on loans % % %
Annual premium $ 354 $ Employer $ 370
Estimated dividend $- $- $-
Dividend option —— — —
Disability Insurance
Policy 1 Policy 2 Policy 3
Insured Mark
Insurance company ABCD
3-5.44
(5 of 18)
Disability Insurance (cont.)
Policy 1 Policy 2 Policy 3
Policy number (or 
group) 579321
Definition of dis­
ability: Unable 
to perform (check 
one) —
(1) Own occupation 60 days
(2) Occupation for 
which reason­
ably suited by 
training and 
education
(3) Any occupation after 60 days
Waiting period 90 days
Benefit period to age 65
Monthly benefit — $ 60% of current 
income
Partial disability 
covered?
Residual disability 
covered?
Cost-of-living rider? no
Guaranteed renewable? yes
Annual premium $ 500 $ $
Medical Insurance
Policy 1 Policy 2 Policy 3
Insured family 
members family
Insurance company RST Co.
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Medical Insurance (cont.)
Group policy (yes or 
no)
Hospital expense in­
surance
Daily room benefit
Number of days
Maximum miscel­
laneous expenses
Surgical expense in­
surance — maximum/ 
Type of schedule
Major medical in­
surance
Maximum limits
Individual — 
annual 
lifetime
Family — 
annual
lifetime
Deductible 
individual
family
Co-payment
Annual premium
Dental
Deductible
Co-payment
Maximum
Annual premium
Policy 1 Policy 2 Policy 3
yes
$ 150 $ $
60
$ $ $
$50,000/occurrence $ $
$ $ $
$ $ $
$ $ $
$ 250,000 $ $
$ $ $
$ 200 $ $
20% of first 
$ 10,000
% of first 
$
% of first 
$
$ Employer $ $
$ $ $
$ $ $
$ $ $
$ $ $
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Homeowners Insurance
Property 1 Property 2 Property 3
Property address 123 Main 175 Riverview
Insurance company Acme Acme
Policy number 65431 54321
Homeowners # (see ex­
hibit 3-5B)
3 6
Required co-insurance 
percent 80% —%
Cost to replace 
dwelling $ 175,000 $
Coverage
Dwelling $ 140,000 $ $
Detached building $ 14,000 $
Personal property $ 70,000 $ 25,000
Additional living 
expenses $ 28,000 $ 10,000
Personal liability $ 100,000 $ 50,000 $
Medical payments 
to others $ 10,000/person $ 5,000/person $
Personal property 
covered under 
personal article 
floaters (describe):
$ $ $
$ $ $
$ $ $
Personal property in­
sured for replace­
ment cost?
Deductible $ 250 $ 100 $
Annual premium $ 800 $ 180 $
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Automobile Insurance
Vehicle 1 Vehicle 2 Vehicle 3
Description of vehicle Toyota Chevrolet
Insurance company Wheels Co.
Policy number A123 A123
Named insured Mark
Other drivers Judy
Liability limits $ 300,000 $ $
Bodily injury
Each accident $ 10,000 $ $
Each person $ $ $
Property damage $ $ $
Medical payments $ 10,000 $ $
No-fault benefits $ $ $
Uninsured motorist? $ 30,000 $ $
Rental car coverage? yes
Collision — deductible $ 100 $ $
Comprehensive — de­
ductible $ 100 $ $
Other
Annual premium $ 880 $ $
Umbrella Liability
Policy 1 Policy 2 Policy 3
Insurance company
Maximum coverage
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Umbrella Liability (cont.)
Policy 1 Policy 2 Policy 3
Required basic auto 
liability coverage $ $ $
Required basic home­
owners liability 
coverage $ $ $
Other required lia­
bility coverages 
(describe)
$ $ $
Annual premium $ $ $
Other Insurance
Policy 1 Policy 2 Policy 3
Type of policy
Covered property or 
liability
Insurance company
Policy number
Limits
Property $ $ $
Liability $ $ $
Annual premium $ $ $
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Life Insurance-Needs Worksheet (10 of 18)
Objective: To determine if the client needs additional life insurance
Client Mark and Judy Sample Date 1/10/19X1
Note: All amounts should be in current dollars unless indicated otherwise
1
2
3
4.
5
6
Decedent
Husband Wife Reference
Cash needs
a. Estate-clearance fund 14,000 14,000 Exhibit 3-9F
b. Emergency fund 0 0
c. Outstanding debt 0 0
d. Education fund 45,931 47,313 Exhibit 3-7D
e. Other
f. Total cash needs 59,931 61,313
g. Cash needs not to be funded Schedule C
h. Cash needs to be funded
[line 1(f) less line 1(g)] 59,931 61,313
Resources
a. Liquid assets 25,000 25,000 Exhibit 3-2G
b. Assets convertible into cash 
[exclude investments reserved 
for retirement on exhibit 3-8G 
(line 4(c) below)] 50,000 50,000
c. Life insurance 150,000 50,000
d. Total liquid and cash resources 225,000 125,000
Net cash needs (excess) [line 1(h) 
less line 2(d)] (165,069) (63,687)
Income-continuation needs
a. Until youngest is 18 555,647 Schedule A
b. Balance of years until retirement 372,448 Schedule B
c. Retirement years 148,800
Exhibit 3-8G, 
line 15
Additional life insurance indicated 
[add lines 3, 4(a), 4(b), and 4(c)] 911,826 N/A
Income-continuation needs 
not to be funded Schedule C
neededAdditional life insurance 
(line 5 less line 6) 911,826
7
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Schedule A Income Continuation Until Youngest Child is Eighteen
1. Years until youngest child 
is 18 years old
2. Estimated average inflation 
rate during lifetime
3. Estimated average before-tax 
return on investments during 
lifetime
4. Estimated annual living 
expenses
a. Adjust for decedent’s 
expenses included on 
line 4
b. Adjust line 4 for in­
creases in family 
expenses, including 
increases in day care 
expenses
c. Adjusted annual living 
expenses: Line 4 minus 
line 4(a) plus line 4(b)
d. Gross-up the annual 
living expenses on 
line 4(c) for taxes: 
Divide the amount on line 
4(c) by [1.00 minus the 
estimated average tax 
rate for this period]
5. Annual resources
a. Surviving spouse’s 
earnings
b. Children’s social 
security
c. Other income
d. Total
6. Annual amount required 
(excess) [line 4(d) less 
line 5(d)]
Decedent
Husband Wife
16 16
5% 5%
7% 7%
Reference
Exhibit 3-3A 
or 3-3B
80,000 90,000
25,000 140,000
14,400 8,000
39,400 148,000
40,600 N/A 
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7. Compute the inflation- 
adjusted rate of return 
during the period:
 1 + interest rate on line 3 _
|_ 1 + interest rate on line 2
1 x 100
1.9
8. Amount needed to fund 
annual amount required: 
Multiply line 6 times 
the present value of an 
annuity factor for the 
number of years on line 
1 at the interest rate on 
line 7. (See table 3 in 
the unit 3 appendix and 
interpolate or use a 
financial calculator.) 555,647
To page 1, 
line 4(a)
Schedule B Income Continuation for Balance of Years 
Until Retirement
_______ Decedent  
Husband_________ Wife Reference
1. Years until retirement _____ 33
2. Estimated annual living 
expenses
a. Adjust for decedent’s 
and children’s expenses 
on line 2
b. Other adjustments
Exhibit 3-3A 
or 3-3B
c.
d.
Adjusted annual living 
expenses: Line 2 
minus line 2(a) plus 
<minus> line 2(b) 
Gross-up the annual 
living expenses on 
line 2(c) for taxes: 
Divide the amount on 
line 2(c) by [1.00 
minus the estimated 
average tax rate for 
this period] 60,000
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3. Annual resources
a. Surviving spouse’s 
earnings
b. Other ________________
c. Total resources
4. Annual funds required 
(excess) [line 2(d) less 
line 3(c)]
5. Compute the future value of 
the amount on line 4 in the 
number of years on schedule 
A, line 1, at the expected 
average inflation rate. 
(See table 2 in the unit 3 
appendix.)
6. Amount needed to fund the 
annual funds required: 
Multiply line 5 times the 
present value of an annuity 
factor for the number of 
years (line 1 less schedule 
A, line 1) at the interest 
rate on schedule A, line 7. 
(See table 3 in the unit 3 
appendix and interpolate
or use a financial 
calculator.)
25,000
25,000
35,000
76,300
1,099,640
7. To determine the lump sum 
required today, compute the 
present value of the amount 
on line 6 in the number of 
years on schedule A, line 1 
at the interest rate on 
schedule A, line 3. (See 
table 1 in the unit 3 
appendix.) 372,448
To page 1, 
line 4(b)
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Computation of Required Retirement Fund
Objective: To determine the lump-sum or annual contribution required to fund 
the gap between estimated retirement income and estimated retire­
ment expenses.
Client Sample Client’s Spouse Date 1/10/19X1
1. Number of years until retirement 33
2. Number of years remaining in the life of the spouse
with the longer life expectancy 45
3. Expected average inflation rate during remaining life
expectancy 5%
4. Expected average before-tax return on investments 7%
5. Estimated average tax rate during retirement years 25%
6. Annual after-tax retirement expenses in current dollars
(from exhibit 3-8B or 3-8C 40,000
7. Estimated annual before-tax retirement income in current
dollars (from exhibit 3-8D) 20,000
8. Assets available for retirement (from exhibit 3-8D) 50,000
9. Gross-up the annual retirement expenses on line (6):
Divide the amount on line (6) by [1 minus the estimated
average tax rate (line (5)]. 53, 333
10. Retirement income gap: Subtract the amount on line (7) 
from the amount on line (9). (There is no need to 
complete the form if the result is zero or less.)
11. Compute the amount of the retirement-income gap at retire­
ment: Multiply the amount on line (10) times the future 
value factor for 33 years (line 1) at a 5% interest rate 
(line 3). (See table 2 in the unit 3 appendix.)
12. Compute the inflation-adjusted rate of return during 
retirement:
x 100
33,333
166,665
1+ .07 interest rate (line 4) 
______________________________  -1 
1+ .05 interest rate (line 3)
1.9
13. Find the amount needed at retirement to fund the retire­
ment-income gap: Multiply line 11 times the present value 
of an annuity factor for 12 years [line (2) minus line (1)] 
at a 1.9% interest rate (line 12). (See table 3 in the unit 
3 appendix and interpolate, or use a financial calculator.) 1,773,413
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14. To determine the lump sum required today, compute 
the present value of the amount on line (13): 
Multiply the amount on line (13) times the present 
value factor for 33 years (line 1) at a 7% interest
rate (line 4). (See table 1 in the unit 3 appendix.) 198,800
15. To calculate the unfunded required amount: Subtract
the amount on line (8) from the amount on line (14). 148,800
16. To compute the annual payment amount required until
retirement, divide the amount on line (15) by the 
present value of an annuity factor for ____  years
(line 1) at ____  interest rate (line 4). (See table 3.) N/A
11/87
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Disability Insurance-Needs Analysis
Objective: To determine if the client needs additional disability insurance.
Client __________________ _
Available Funds
Current disability-income 
insurance
Social security benefits
Qualified pension plans
Nonqualified plans
Salary-continuation plan
Spouse’s earnings
Annuities
Proceeds from sale of 
business interest
Other ______________
Total
Expenses
Monthly expenses (see 
exhibit 3-3B)
If Client Disabled
Monthly
Lump-Sum Income
$_______ $ 7,000
 1,000
 2,000
 10,000
Date
If Spouse Disabled
Lump-Sum
Monthly 
Income
$ $
Other expenses (such as
education expenses) ________
Extra expenses — disabled person ________
Total
After-tax percentage (subtract 
tax rate from 1.00)
Pre-tax income needed (divide
total by after-tax percentage) ________ 7,000
Excess (deficiency) of disability
income $_______ $ 3,000
11/87
3-5.56
(17 of 18)
Illustrative Communication to Client
This illustrative communication to a client is based on the preceding work­
papers. (See unit 1, sections VII and IX for a discussion of considerations 
concerning reporting to clients.)
Mark has $150,000 of life insurance at the present time. To provide for the 
family’s needs in the event of his premature death, he should have approxi­
mately $1 million of additional insurance. This amount could be reduced if 
you decide not to fund certain needs with life insurance. For example, you 
could purchase $150,000 less insurance if you decide not to fund Judy’s 
retirement needs.
Because about half of that life insurance need is temporary, needed only until 
the children are no longer dependents, you may want to consider a renewable 
term policy for that amount. A universal life policy for the remaining amount 
might also provide funding for Lauren and David’s college education, because 
such policies usually permit cash withdrawals or loans.
It appears that the insurance on Judy’s life is unnecessary and could be 
discontinued. Because the total premiums paid are more than the cash value 
and because the earnings rate on the policy is so low, we recommend you 
surrender the policy.
Disability Insurance
The amount of Mark’s disability insurance seems adequate but we would recommend 
a cost of living rider and residual disability coverage. With a cost of 
living rider, the benefits are linked to an index and increase during the 
period of disability. Residual disability coverage provides benefits during a 
period of partial disability which follows a period of total disability.
Property and Liability Insurance
Your homeowners policy appears adequate because it covers 80 percent of your 
home’s replacement cost. A rider may be needed, however, to cover Judy’s doll 
collection.
You may want to increase the deductibles on both your homeowners and automobile 
policies to reduce the insurance cost.
A comprehensive personal liability policy can extend the liability coverages 
of your homeowners and automobile insurance policies to $5 or $10 million 
dollars. Such a policy may cost a few hundred dollars, but would protect the 
family from bankruptcy in the event of a large loss. Comprehensive personal 
liability policies cover liabilities over certain amounts. It is important to 
determine that your basic homeowners and automobile policies provide liability 
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coverage equal to such amounts to avoid gaps in coverage. You should consider 
purchasing directors’ and officers’ liability coverage because of your 
position on ABC Corporation’s Board of Directors. In addition, your rodeo 
hobby increases your personal liability exposure.
Your sailboat may not be covered under any of your existing policies. You may 
need to purchase separate coverage for damage or liability related to it.
Health Insurance
Although your routine medical care appears adequately covered, the $250,000 
lifetime limit could prove to be totally inadequate. You should explore the 
possibility of obtaining additional major medical coverage. Your policies do 
not include dental coverage, which could be a significant expense.
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INTRODUCTION
A primary purpose of personal financial planning is to better use financial 
resources to achieve capital accumulation. Clients may be confused by both 
the variety and the tax treatment of the vast array of available investment 
vehicles, such as zero-coupon securities, Ginny Maes, interest-sensitive life 
insurance products, and the myriad of mutual funds. Some CPAs believe that 
helping clients make sound investment decisions is an important aspect of 
their PFP services. They believe such assistance requires an understanding of 
investment planning concepts, a familiarity with investment products, and 
information about new products as they emerge. As noted in unit 1, however, 
CPAs who provide investment planning services should be familiar with the 
registration requirements of the Investment Advisers Act of 1940. For a dis­
cussion of that act, see the PFP Division’s Practice Aid 1, Issues Involving 
Registration Under the Investment Act of 1940.
In deciding on their role in investment planning, CPAs have at least three 
choices: (1) They can encourage clients to work with their registered invest­
ment advisers and not involve themselves in the investment planning process; 
(2) they can limit their recommendations to investment allocation suggestions; 
and (3) they can give specific investment advice. Some CPAs consider invest­
ment planning an art, not a science. Quantitative approaches, however, may be 
useful. Workpaper tools are provided in this module to assist CPAs in the 
evaluation of investment recommendations made by brokers and other investment 
advisers.
The Investment Planning Process
To begin the investment planning process, CPAs need information about their 
clients*  goals, objectives, and investment preferences. (See exhibits 3-1B, 
3-1C, 3-1D, and 3-1E in the General Information module and exhibits 3-6E and 
3-6G in this module.) Clients’ statements of financial position and cash flow 
statements are also usually needed. Exhibits 3-2A and 3-2B in the Financial 
Statement Analysis module and exhibits 3-3A and 3-3B in the Cash Flow Planning 
module illustrate data-gathering forms for those statements. The more 
detailed schedule of investments in exhibit 3-2B is usually more suitable for 
complex analyses than exhibit 3-2A.
Information collected in exhibits 3-1C and 3-1D is intended to clarify a 
client’s investment objectives. The CPA and the client may want to discuss 
such questions to ascertain that the CPA understands the client’s objectives, 
concerns, risk tolerance, and goals.
Exhibit 3-6E is a data-gathering form designed to obtain information about a 
client’s investment preferences and thoughts about the suitability of various 
investments. Before giving the form to a client, the CPA prepares it for 
client use by listing in the blank lines investment categories the CPA wants 
the client to consider. Exhibit 3-6F includes a listing of some possible 
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investment categories. The worksheet at exhibit 3-6H is designed for the CPA 
to categorize the client’s preferred investments according to whether they are 
liquid, income-producing, or growth-oriented.
Exhibit 3-61 summarizes, by investment objective, the client’s liquid assets 
and investments from exhibit 3-2B. It also provides a column for recommended 
repositioning of investments when the revised investment plan is finalized.
After the client data is assembled, the CPA may analyze the client’s current 
investment portfolio and evaluate it in terms of sound investment strategy, 
the client’s goals and objectives, and investments the client considers suit­
able. Based on that evaluation, the CPA may recommend investment reposition­
ing and may help the client determine the suitability of various categories of 
possible future investments.
A CPA may want to have clients complete exhibit 3-6G, a data-gathering form 
that generates a simplified allocation model for an individual investor. It 
requires the client to determine how much importance he or she places on min­
imizing certain investment risks and maximizing investment returns. The 
client’s answers are converted into a score. The model then provides a sug­
gested portfolio mix of money market funds, fixed income securities, and 
equity securities for all the possible scores. That portfolio mix can be used 
as a starting point for discussions with the client on asset allocation and 
investment suitability. The model is adapted from William G. Droms' portfolio 
allocation scoring system that is described in an article in the April 1987 
issue of the Journal of Accountancy.
Investment Objectives and Suitability
Clients' investment objectives usually vary depending on their liquidity 
requirements, income needs, life cycle position, financial position, personal 
concerns, and thoughts on the suitability of various investments. An analysis 
of an investment according to the following four characteristics helps deter­
mine if the investment will meet the client’s objectives.
Safety of Principal. To some clients, protecting the safety of their invested 
principal is of primary concern. Such clients may depend on income from their 
investments for support or may simply have an aversion to risk. Savings 
accounts, certificates of deposits, money market funds, U.S. Treasury bills, 
government savings bonds, and bonds held to maturity usually provide safety of 
principal.
Liquidity. Clients with limited investments or those saving for a particular 
personal or business expenditure, such as a down payment on a home, will be 
concerned with the liquidity of their investments. They want to minimize 
delays and significant transaction costs if they decide to convert their 
investments to cash in the near future. Savings accounts, certificates of 
deposit, money market funds, and Treasury bills will give them such liquidity. 
All clients need some liquid assets, at least enough for an emergency fund. 
For some, however, such assets will be only a fraction of their portfolio.
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Growth. After clients accumulate an emergency fund and a down payment on a 
home, their primary investment objective until they reach retirement age will 
probably be capital accumulation. They seek investments within their risk 
tolerance that will provide maximum growth. Growth is measured by the total, 
after-tax return on the investment. To achieve growth, the after-tax return 
of an investment portfolio needs to exceed the rate of inflation. In periods 
of high inflation, most investments—including stocks, bonds, and savings 
accounts—do not outpace inflation. Precious metals and real estate do 
better. (See the chart on page 3-6.07 on annual rates of return and rank.) 
Maintaining a portfolio that maximizes growth in both inflationary and 
noninflationary environments requires diversification, as discussed later. 
Assets that are generally expected to provide long-term growth include common 
stocks, convertible securities, growth mutual funds, and real estate.
Cash Flow. As clients approach retirement, their primary investment objective 
may change from growth to the amount of cash flow that the investment will 
generate. In addition, nonretirees may desire income-producing assets to 
supplement their earned income or, if a spouse providing support dies, to 
replace the deceased spouse’s income. Income-oriented investments include 
stocks paying high dividends such as utility stocks, corporate and municipal 
bonds, corporate and municipal bond funds, income mutual funds, Treasury 
notes, certificates of deposit, government agency obligations, and mortgage- 
backed securities such as Ginny Maes and low-leveraged real estate invest­
ments. In addition to cash flow, safety of principal and inflation are 
significant concerns in retirement years. Retirees may want to consider 
maintaining a percentage of their portfolio in growth assets as a hedge 
against inflation.
Investment Risk
Investment risk is the likelihood that an investment’s actual return will 
deviate from its expected return. The following four kinds of investment risk 
are discussed: market risk, business risk, interest rate risk, and purchasing 
power risk. Those risks affect various investment categories, such as stocks 
or real estate, differently. All investments, however, are subject to risk.
Market Risk. Market risk is the risk of price fluctuations resulting from 
market conditions that tend to affect all securities of a particular kind. 
For example, the prices of most common stocks are affected by trends such as 
bull or bear markets. Market risk may cause the price of certain investments, 
such as closed-end mutual funds, master limited partnerships, or certain 
insurance products, to vary from the value of their underlying assets.
Business Risk. Business risk is the risk that the company or venture will 
have management or business problems. The possibility that the price of XYZ 
Utility Co. stock will fall if its nuclear facility is closed or the price of 
ABC Manufacturing Co. stock will fall if its product becomes obsolete because 
of technological advances are business risks.
Interest Rate Risk. Interest rate risk results from increases and decreases 
in investment prices caused by changes in interest rate levels. Stocks, real 
estate, and especially bonds are affected by interest rate risk.
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Purchasing Power Risk. Investors suffer from purchasing power risk if the 
total return on their investments is less than the rate of inflation. All 
investments, but especially long-term fixed income securities, are subject to 
purchasing power risk.
Risk and Return
The riskier an investment is, the greater will be the return that investors 
will require as an incentive to invest in it. The start-up phase of a con­
sumer products company, for example, may include high business risk. 
Investors would, therefore, require a high return on their investment in the 
firm. In contrast, U.S. Treasury bills have little market, business, interest 
rate, or purchasing power risk. Their average yield in the last sixty years 
is 0.3 percent over the average inflation rate for that period.
Exhibit 3-6A lists investments in order of decreasing riskiness of returns. 
Investments at the top of the ladder should offer the possibility of signifi­
cantly greater rewards than those at the bottom.
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THE RISK-RETURN LADDER
Exhibit 3-6A
Exploratory Drilling
Precious Metals and Stones 
Undeveloped Land 
Real Estate 
Options 
Oil & Gas Income 
Common Stocks 
Growth Mutual Funds 
Convertible Bonds 
Variable Life Insurance 
Variable Annuities 
Municipal Bonds 
Government Bonds 
Fixed Annuities 
Personal Residence 
Money Market Funds 
Treasury Bills 
Savings Certificates 
Guaranteed Life Ins. 
Series EE & HH Bonds 
Passbook Savings 
Cash & Checking Accts.
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Robert T. LeClair, A Consumer’s Guide to Investing for Financial Independence. 
Reproduced with permission. Longman Financial Services Institute, Vernon, CT.
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Diversification
Investors seek investment portfolios that will maximize their return for the 
amount of risk they are willing to assume. Optimal returns may be obtained by 
assembling portfolios of investments that have minimal positive correlations 
or even negative correlations. Positive correlation is the extent to which 
the total returns of different assets move similarly in response to changes in 
economic, political, and sociological conditions. If investment returns are 
not positively correlated, a portfolio will experience less variability of 
returns as conditions fluctuate. Thus, the old adage, “don’t put all your 
eggs in one basket," may hold true in investment planning. A client whose 
entire portfolio consists of tax-exempt municipal bonds may have an enviable 
marginal tax rate, but fluctuations in the level of interest rates might cut 
the client’s net worth in half.
CPAs frequently work with clients whose investments consist almost entirely of 
their small businesses, farms, or employers’ corporate stock. Changes in the 
national or local economy, particular industry, or other conditions might 
decrease the value of the businesses, farms, or corporations. CPAs may be 
able to help such clients see the need to diversify their investments. 
Certain obstacles, however, may have to be overcome. A corporate executive, 
for example, may be blind to the corporation’s problems or not evaluate the 
investment potential of its stock objectively. The executive may be reluctant 
to sell corporate stock because of a sense of loyalty, political pressures, 
fear of appearing unenthusiastic about the corporation’s future, or tax 
considerations. Executives who are insiders also have to comply with SEC 
regulations regarding sales of company stock.
Diversified portfolios may yield higher returns and reduce variability if they 
do not contain perfectly positively correlated investments. Diversification 
may, therefore, help clients sleep at night. The wide swings in market 
conditions, interest rates, and rates of inflation in recent years have 
practically reversed the relative returns of various investments as seen in 
the following chart.
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Annual Rates of Return and Rank
June 1970
to June 1980
Average Annual Return
June 1980 
to June 1985 
Average Annual Return
Percent Rank Percent Rank
Oil 34.7 1 -5.4 9
Gold 31.6 2 -11.0 10
Stamps 21.8 3 0.1 7
Diamonds 15.3 4 1.2 6
Farmland 14.0 5 -1.7 8
Housing 10.2 6 4.3 5
Consumer price index 7.7 7 5.7 4
Treasury bills 7.7 8 12.0 3
Bonds 6.6 9 13.2 2
Stocks 6.1 10 15.2 1
Source: The Institute of Chartered Financial Analysts, Asset Allocation for 
the Individual Investor. Homewood, Illinois: Dow Jones-Irwin, 1987. Used 
with permission.
Investments that flourish in an inflationary environment may have negative 
returns when inflation cools off. Broad diversification may thus be called 
for, perhaps including even a small holding of precious metals as a hedge 
against high inflation.
Exhibit 3-6B depicts the total returns from 1947 to 1984 of five investment 
categories and a hypothetical diversified portfolio containing 20 percent of 
each investment category. Compared to the graphs of the individual investment 
categories, the graph of the hypothetical portfolio has less variability of 
returns and fewer negative returns than some of the asset categories, espe­
cially when compared to the New York Stock Exchange equity securities.
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Exhibit 3-6B
(1 of 2)
Performance of Five Asset Classes
Source: Bailard, Biehl & Kaiser Communications Group
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A Portfolio of 20 Percent of Each Asset Class
Source: Bailard, Biehl & Kaiser Communications Group
Source: The Institute of Chartered 
the Individual Investor. Homewood, 
with permission.
Financial Analysts, Asset Allocation for 
Illinois: Dow Jones-Irwin, 1987. Used
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Tax Considerations
To the extent possible, clients would like investments to be tax advantaged, 
and many are. Stocks enjoy untaxed appreciation until sold. Rental real 
estate can be depreciated even though it may be appreciating. Tax-advantaged 
retirement plans defer tax on income and some are funded with pre-tax dollars. 
Interest on municipal bonds may be federally tax-exempt.
Some clients may be more concerned with the tax benefits of their investments 
than they are with their yield. CPAs may need to assist such clients to 
structure their investment portfolios to maximize the total after-tax return 
of their investments rather than focusing only on tax features. In selecting 
investments, clients need to compare the yield of tax-advantaged investments 
with the after-tax yield of taxable investments.
Clients*  tax situations and tax brackets may affect which investments are 
suitable. The tax consequences of investment strategies being recommended may 
need to be explored. To illustrate: clients with capital losses may need 
capital gains; the taxation of zero coupon securities is complex and 
unfavorable in some circumstances; clients with deferred passive or rental 
losses may be able to use investment vehicles that can generate offsetting 
passive income. (See module IV on tax planning for a discussion of tax 
considerations.)
Investment Allocation
An analysis of a client’s current portfolio may include a consideration of 
whether the portfolio is adequately diversified. The CPA may also want to 
consider whether, in general, the investments are too risky or too 
conservative considering the client’s situation. Factors that may affect a 
repositioning of investments include the tax effects of the repositioning and 
the client’s goals and objectives, risk tolerance, thoughts on suitability, 
financial position, liquidity requirements, income needs, financial 
responsibilities, and age.
Various charts of recommended investment allocation percentages have been 
developed. They may vary the allocations depending on age, life cycle 
position, net worth, other factors, or a combination of factors. One such 
chart is illustrated below. Any investment allocation chart has to be 
modified by an individual client’s situation, as well as by current and 
expected economic conditions.
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Investment Allocation Percentages Based on Age
Age
Liquid 
Investments
%
Income-Producing 
Investments
%
Growth-Oriented 
Investments 
%
Twenties 10-70* 10-20 10-50
Thirties 10-20 10-20 70-80
Forties 10-15 10-20 70-85
Fifties 10-15 15-25 60-75
Retirement 15-20 40-60 20-40
*The large spread reflects the fact that some people will be saving to buy a 
home and others will have already bought one or do not intend to buy one.
Exhibit 3-6C presents an illustrative investment allocation for a conservative 
investor with a $100,000 portfolio.
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Exhibit 3-6C
$100,000 Pyramid For Conservative Investor
$5,000 
Hard Assets & 
Agressive Growth
$60,000 
Equity 
Investments
 
$35,000 
Savings & 
Investment 
Base
William G. Droms, "Investment Risk and the Individual Investor,” in Asset 
Allocation for the Individual Investor, The Institute of Chartered Financial 
Analysts. Homewood, Illinois: Dow Jones-Irwin, 1987. Used with permission.
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As noted earlier under the heading, "The Investment Planning Process,” exhibit 
3-6G is a data-gathering form that, based on client investment preferences, 
recommends investment allocation percentages of money market funds, fixed 
income securities, and equity securities. Actual portfolio allocation 
percentages may vary considerably from investment allocation charts, 
illustrations or models, depending on the client’s goals, situation, and 
preferences. In any event, the investment planning objective is to maximize 
after-tax, overall yield within the constraints of the client’s goals, 
preferences, liquidity and income needs, risk tolerance, and tax situation. 
Percentage allocations are not the objective, though adequate diversification 
is important.
To obtain necessary diversification, some CPAs may recommend mutual funds to 
clients with equity portfolios valued at less than $100,000. If clients have 
larger portfolios but do not plan to manage their own portfolios, CPAs may 
want to compare the costs of a professional investment adviser to the cost of 
mutual funds. Some CPAs have found that the services of professional 
investment advisers are cost effective only for portfolios over $500,000.
CPAs might want to make such a comparison for clients with portfolios of about 
$500,000 or less.
Additional Investment Analysis Workpapers
Exhibits 3-6J, 3-6K, and 3-6L are optional worksheets designed to assist CPAs 
in the evaluation of mutual funds that a client may be considering. Exhibits 
3-6J and 3-6K are used together to compare the fees charged by various funds. 
CPAs should note that prospective information is used in columns (4) and (5) 
of exhibit 3-6J. Column (4) is an assumption about a fund’s average annual 
return over the number of years in column (2). Column (5) is a projection 
based on the amount of current fees.
Exhibits 3-6M and 3-6N are optional worksheets for evaluating insurance 
products to be used as investments. A policy’s projected credited interest 
rate before surrender charges can be determined on exhibit 3-6N. The credited 
interest rate represents the interest paid on the beginning balance of the 
accumulated value account before applying premiums received and annual policy 
costs.
A policy’s internal rate of return is its return on invested dollars net of 
annual mortality costs (the cost of insurance) and management charges. That 
rate can be computed on a financial calculator. The annual payment is the 
same as the annual premium and the future value is the accumulated value at 
the end of a specified period of years. Because that calculation ignores the 
policy costs, it may be preferable to reduce the annual premium by the lowest 
term premium that is available to the client.
The calculations of the credited interest rate before surrender charges and 
the internal rate of return rely on information from the insurer about the 
cost of insurance, future dividends, and accumulated values. Those amounts 
may not be guaranteed by the insurer. Some companies may be conservative 
about estimating the amounts and others may be more aggressive. The 
reliability of the calculated rates depends on the quality of the information 
from the insurer.
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(1 of 10)
Investment Products
This exhibit describes certain commonly encountered investment products. It 
is not meant to be all-inclusive. In addition, new products are constantly 
being developed.
Common Stocks
Publicly held common stocks are highly marketable securities that have had an 
average annual return of 9.8 percent over the sixty-year period ending in 
1985, twice the average annual return of long-term corporate bonds. Stocks 
are riskier than fixed income securities because of the greater variability in 
their annual yield, which may be negative in some years. Risk can be 
quantified in terms of standard deviation, a measurement based on differences 
between the actual yield each period and the mean yield. The standard 
deviation of common stocks during the sixty-year period ending in 1985 was 
over 2 1/2 times that of long-term corporate bonds. Stocks are rated for 
their quality, security, and potential growth by rating services such as 
Standard & Poor’s Corporation, Moody’s Investors Service, and the Value Line 
Investment Survey.
Growth Stocks. Growth stocks are generally stocks of corporations with 
increasing profits that reinvest a large percentage of their earnings to 
achieve continued expansion. The value of growth stock is expected to 
increase more than the market average.
Income Stocks. Stocks that pay relatively high dividends, such as utility 
stocks, are called income stocks.
Preferred Stock
Preferred stockholders have preference over common stockholders in liquida­
tion, but their claims are subordinate to those of general creditors and bond 
holders. Dividends are not guaranteed but they may be cumulative, in which 
case, preferred stock dividend arrearages are paid before any common stock 
dividends are paid. Holders of noncumulative preferred stock receive divi­
dends only if they are earned.
Some preferred stock is callable, usually at a premium. A call feature is a 
disadvantage to preferred stockholders because the corporation will only call 
the stock if its dividend rate is higher than current interest rates. If the 
stock is called in, the investor may have to reinvest the funds in a security 
yielding a lower return.
Bonds
Bonds provide a fixed income and, if held to maturity, relative safety of 
principal. They are subject to interest rate risk if not held to maturity. 
They are also subject to purchasing power risk because their yield may not be 
equal to the average inflation rate during an investor’s holding period. If 
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the financial condition of the issuer declines, the bonds’ rating and price 
will fall. A sufficiently serious financial problem could cause default and 
loss of principal.
Bonds sometimes have call provisions that permit the issuer to require the 
holder to redeem the bonds at a specified amount before maturity. As noted 
earlier in the discussion of preferred stock, a call feature is an advantage 
to the issuer and a disadvantage to the holder, causing a callable bond to be 
issued with a somewhat higher interest rate. The bonds are usually callable 
at a premium above face.
Corporate Bonds. Bonds issued by corporations may be unsecured; secured by 
assets such as corporate real estate, mortgage bonds; or subordinated deben­
tures, subordinate to all general creditors. Bonds’ stated interest rates 
reflect, among other things, their security interest in the corporation — the 
better the security, the lower the interest rate.
Short-term corporate bonds mature within five years. Medium-term bonds 
usually mature in five to ten years and are frequently secured by equipment, 
real estate, or other property. Long-term bonds mature in ten to twenty years 
or more and are generally used by corporations having equipment with long use­
ful lives, such as utilities.
Municipal Bonds. Interest on the obligations of states, the District of 
Columbia, U.S. possessions, and their political subdivisions is generally 
exempt from federal income tax. Most, but not all, states exempt from state 
income tax the interest from obligations they issue and from obligations 
issued by U.S. possessions. Capital gains and losses from the sale of munici­
pals, however, are subject to federal income tax and generally to state income 
tax. Some states do not tax capital gains derived from municipals they issue.
Certain municipal bonds are considered ’’private activity” obligations if more 
than specified percentages of the bonds’ proceeds provide financing for acti­
vities that are not general governmental operations or government-owned-and- 
operated facilities. IRC sections 141 to 147 provide rules and effective 
dates for municipalities to use to determine whether the interest paid on pri­
vate activity bonds is tax exempt. The interest of most tax-exempt private 
activity bonds issued after August 7, 1986, is a preference item for purposes 
of the alternative minimum tax (IRC section 57(a)(5)).
Municipal bonds can be categorized according to the resources available for 
their repayment:
o General obligation municipal bonds are backed by the unrestricted faith and 
credit of governmental units that have unlimited authority to tax property 
to meet their obligations.
o If the revenues that may be used to service municipal bonds are restricted 
in some way by the issuer, the bonds are limited obligation municipal 
bonds. Such bonds are frequently revenue bonds that are serviced from the 
revenues generated by specific property such as municipally owned 
utilities.
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o Insured municipal bonds are issued by some municipalities. The bonds are 
insured to protect bond holders in the event of default. Because of the 
reduced risk, insured municipal bonds have lower interest rates than com­
parable uninsured bonds.
U.S. government obligations. U.S. government obligations are considered to be 
of such high quality that their yields are frequently used as default-free 
rates. Interest on U.S. government obligations is subject to federal income 
tax but exempt from state and local income taxes.
U.S. savings bonds—U.S. savings bonds are nonmarketable obligations. Series 
EE bonds are currently being issued. They earn a variable interest rate equal 
to 85 percent of the market yield on five-year Treasury notes, with a floor of 
6 percent. If the bonds are held for less than five years, the floor is 
reduced. Series HH bonds are similar but are obtained only by redeeming other 
savings bonds. Federal income tax on the accrued interest of savings bonds 
can be deferred until the bonds are redeemed for cash.
Treasury bills—U.S. Treasury bills are short-term notes sold at a discount 
from their face amount. They mature in thirteen, twenty-six, or fifty-two 
weeks. The minimum face amount sold is $10,000 and they are available in 
$5,000 increments above that amount. Because the interest is not taxable 
until received, Treasury bills that mature after a holder’s tax year-end 
effectively defer taxation on the accrued interest.
Treasury notes—Treasury notes pay a fixed amount of interest semiannually. 
They usually have maturities of from one to seven years and are readily 
marketable.
Treasury bonds—Treasury bonds are marketable Treasury obligations that pay 
interest semiannually at a fixed rate. Their maturities are from seven to 
thirty years and some issues are callable.
U.S. agency bonds—Certain U.S. government agencies, such as the Federal Home 
Loan Banks, the Federal Home Loan Mortgage Association, the Government 
National Mortgage Association (GNMA), and the Federal Home Administration 
(FHA) can issue their own debt obligations. Those obligations are generally 
not guaranteed by the U.S. government and, consequently, pay slightly higher 
yields than Treasury obligations. It is considered unlikely, however, that 
the U.S. government would let any of its agencies default on its obligations.
Zero Coupon Bonds. Zero coupon bonds (zeros) pay no interest before maturity. 
They are sold at large discounts to generate a particular yield when redeemed 
at maturity for their face amount. Zeros eliminate the problem of reinvesting 
interest payments at possibly less favorable yields. Interest income is 
deemed to accrue semiannually until maturity, and is calculated by using the 
bond’s effective yield. A disadvantage to holders is that the accrued 
interest is subject to federal income tax in the year it accrues. That is not 
a problem, however, if the bonds are held in a tax-deferred vehicle such as a 
qualified retirement plan. The accrued interest on zero coupon municipal 
bonds is, of course, tax exempt.
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Put Bonds. A put bond is a bond issued together with a put that permits the 
holder to sell the bond back to the issuer for a specified price before the 
expiration date of the put. The put in effect establishes a floor for the 
bond’s price.
Mortgage-Backed Securities
The Veterans Administration (VA), the FHA, and the GNMA guarantee home 
mortgages against default. Mortgage-backed securities are securities issued 
to finance purchases of pools of such guaranteed mortgages. For example, 
Ginnie Maes are actively traded securities whose underlying assets are 
mortgages guaranteed by GNMA. Although holders of Ginnie Maes are protected 
from default on the underlying mortgages, they are subject to interest rate 
risk, the risk that increased interest rates will cause the market price of 
the Ginnie Maes to decline.
Real Estate Mortgage Investment Conduits (REMICs)
REMICs, entities created by the 1986 Tax Reform Act, are tax-advantaged 
vehicles for issuing multiple-class, mortgage-backed securities. The two 
classes of REMIC owners are taxed differently. Entities qualifying as REMICs 
are conduits like mutual funds for tax purposes.
REMICs own a pool of mortgages and issue a series of securities with varying 
maturities. If the REMIC sponsor is a federal agency that insures mortgages, 
such as the Federal Home Loan Mortgage Corp., the pooled mortgages will be 
insured.
Holders of regular REMIC interests will receive a specified principal amount 
and a predetermined interest rate, which may be variable. They are taxed as 
on a debt instrument, including on the accrued amount of original issue 
discount for each period. Sponsors of REMICs are subject to different tax 
rules.
Convertible Securities
Convertible securities are usually preferred stocks or bonds that are conver­
tible into common stock. These securities provide fixed income as preferred 
stocks or bonds while allowing the investor to participate in future increases 
in the value of the firm’s common stock, if any. The conversion feature is 
not free. Convertible securities generally sell at prices above those of 
comparable nonconvertible securities. When issued, the price of a convertible 
security is normally higher than the value of the converted security.
The conversion feature is sometimes not exercisable until two or three years 
after the issue date. It may expire after ten or fifteen years, although the 
conversion feature of preferred stock usually has an unlimited life. 
Convertible securities may be callable. The call feature permits the issuer 
to force conversion if the value of the converted security is well above the 
face amount or par value of the bond or preferred stock.
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Investment Companies
To achieve adequate diversification, investment analysts often recommend a 
portfolio of about ten different stocks. In addition to about $100,000, an 
investor needs expertise and time to manage such a common stock portfolio. 
Instead of managing their own portfolios, many investors buy shares in 
regulated investment companies, companies specially set up to manage security 
portfolios.
Open-end investment companies have no fixed number of shares and continuously 
sell new shares and redeem old shares at the company’s net asset value, which 
is equal to total assets less liabilities divided by the number of outstanding 
shares on a particular day. Such investment companies are usually called 
mutual funds. Close-end investment companies can sell only a specified number 
of shares and, after that, new shares are no longer issued. Shares of close­
end investment companies are traded like corporate stock on organized 
exchanges or over the counter. The prices of the shares are not necessarily 
equal to the companies’ net asset value per share.
To avoid double taxation, registered investment companies meeting Internal 
Revenue Code requirements are not taxed on income they pass through to share­
holders. An investment company’s shareholders are subject to tax on their 
share of the investment company’s distributable income.
Money Market Funds. Money market funds are mutual funds that invest 
exclusively in debt instruments maturing within a year, such as U.S. Treasury 
bills and certificates of deposit. These funds provide more safety of 
principal than other funds because their net asset value never fluctuates. 
Each share has a net asset value of $1. The yield, however, fluctuates daily.
Mutual Funds. Mutual funds other than money market funds invest primarily in 
common stocks or bonds or both. The funds publish prospectuses, available to 
investors, that describe their objectives, many of which fit one of the types 
of mutual funds described below. Funds are often limited in the assets in 
which they can invest.
Forbes, Money Magazine, Business Week, and other periodicals publish 
semiannual or annual performance data on mutual funds. Information about 
no-load funds is contained in The Individual Investor’s Guide to No Load 
Mutual Funds, published annually by the American Association of Individual 
Investors, 612 North Michigan Avenue, Chicago, Illinois 60611.
Mutual funds vary in their investment objectives. The following are some of 
the more common objectives.
Growth funds—These funds seek common stock with a high potential for 
appreciation. Income concerns are secondary.
Maximum growth funds—Funds seeking maximum growth try to achieve capital 
appreciation by taking larger risks. Some may borrow money, sell stock short, 
and buy options.
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Balanced funds—Balanced funds seek maximum returns by buying both stocks and 
bonds. They often assume less risk than growth funds.
Growth/income funds—These funds seek to achieve capital appreciation and 
income.
Income funds—Income funds try to maximize current income. They may hold 
fixed-income securities.
International funds—International funds hold mostly non-U.S. securities. 
Some international funds limit their holdings to securities from a specific 
region, such as Australia, the Pacific Basin, or Europe.
Small company funds—These funds invest in the securities of small companies.
Specialty funds—Specialty funds limit their investments to a specific 
industry or geographic region.
Bond funds—Funds investing primarily in corporate bonds seek higher rates of 
return than money market funds and Treasury obligations without being exposed 
to as much risk as stock funds. There are short-term, mid-term, and long-term 
corporate bond funds.
Municipal bond funds—Funds investing in tax-exempt municipal bonds generate 
federally tax-exempt income. Some of these funds are insured. Some short­
term muni funds are tax-exempt money market funds; their yield fluctuates but 
the shares always have a $1 net asset value. Muni funds composed entirely of 
municipal bonds from one state or city have been developed for residents of 
some high tax states such as New York and California. Residents are exempt 
from state or state and local taxes as well as federal tax on income from such 
funds.
Investment Company Characteristics. Characteristics to consider in selecting 
investment companies include the funds’—
o Historical performance over a five- or ten-year period
o Performance in bull markets and in bear markets
o Sales charges, called loads, that vary from zero (no-load funds) to 8.5 
percent. In addition, some funds charge redemption fees on withdrawals and 
some have deferred charges on withdrawals that usually end if the shares 
are held for five years.
o Expense ratios, which are fund expenses expressed as a percentage of 
average net assets. The ratios measure the amount shareholders pay for 
professional management. The average expense ratio in 1986 was about 1.25 
percent.
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Real Estate
Real estate investments usually include an ownership interest in land, 
residential property, commercial property, or industrial property. Depending 
on the investment, it may provide the investor (1) an opportunity to use 
leverage, (2) tax shelter benefits (subject to the at-risk rules and the 
passive loss rules of the 1986 Tax Reform Act), (3) long-term appreciation as 
a hedge against high inflation, and (4) cash flow. Direct investments in real 
estate, however, may involve high transaction costs, long-term financial 
commitments, management time or expense, long periods of negative cash flows, 
and lack of liquidity.
Real estate investments may take the form of direct investments or investments 
in general partnerships, joint ventures, limited partnerships, publicly-traded 
master limited partnerships, or real estate investment trusts (REITs).
Qualified REITs are investment conduits not unlike mutual funds. Shareholders 
have an equity position in a portfolio of real estate and real estate obliga­
tions. REITs meeting Internal Revenue Code requirements may have no 
income tax at the trust level. Income is distributed to and taxed to 
shareholders.
Oil and Gas
Oil and gas ventures include varying amounts of risk. The riskiest involve 
exploratory drilling in new areas. Developmental drilling, drilling near 
successful wells, is less risky. Income projects, producing oil and gas from 
successful wells, involve the least risk.
The tax shelter features of oil and gas projects, deductible intangible 
drilling costs (IDC) and depletion, remain after the 1986 Tax Reform Act, 
although, as previously, they may create tax preference items for purposes of 
the alternative minimum tax. In addition, working interests in oil and gas, 
regardless of whether the investor materially participates in the venture, are 
not subject to the passive loss rules of the act. Consequently, tax deferral 
resulting from high up front deductions is still possible in oil and gas for 
those clients willing and able to accept the risks of working interests.
A working interest is an interest that bears responsibility for the cost of 
developing and operating the project and shares in tort liability. Limited 
liability interests, such as limited partnership interests and S corporation 
shares, are not considered working interests, nor are rights to overriding 
royalties or production payments or contract rights to share in profits but 
not production costs.
Like other tax shelters, the following items should be considered in 
evaluating projects: commissions, broker-dealer fees, syndication fees, 
management fees, the sponsor’s previous experience and success in the 
geographic area, the sponsor’s financial commitment to the project, and 
additional amounts investors may be required to invest.
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Tax Shelters and Passive Income Generators
By using deductions, depreciation, tax credits, and leveraging, tax shelters 
have historically offered investors the possibility of high up front deduc­
tions, tax credits, and the conversion of ordinary income to capital gain 
income. The passive loss rules dealt such a serious blow to tax shelters 
that a new product has been developed, passive income generators (PIGs). Some 
clients may benefit from converting portfolio income, interest and dividend 
income from securities, to PIGs, investments that will generate passive 
income, to offset their tax shelter passive losses that would otherwise be 
deferred. The tax status of the assets to be converted and clients' overall 
tax and financial situations need to be considered before making a decision to 
convert assets to PIGs. PIGs are often real estate projects involving little 
or no leverage. Strategies using PIGs, however, require caution, because 
limited partnerships meeting the Code's definition of publicly traded part­
nerships generate income that is classified as portfolio income for tax pur­
poses and therefore cannot offset passive losses. Additionally, the 
regulations for passive losses reclassify other passive income as nonpassive.
Other clients may be seeking tax shelters because they can use the passive 
losses. The prospectuses for both shelters and PIGs need careful analysis to 
determine the projects' risks, the fees and costs, the amount of the net 
investment, the existence of possibly overstated assets, the future advances 
that may be required, the economic prospects of the projects, the sponsors' 
previous experience and success, and so forth. The tax shelters may be equip­
ment leasing, research and development, real estate, or other projects.
Precious Metals
Precious metals, such as gold, silver, or platinum, are sometimes held as 
investments to diversify a portfolio or as a hedge against high inflation. 
Such investments are speculative because metal prices are volatile in periods 
of inflation, worldwide political uncertainty, and international currency 
fluctuations. The metals do not provide annual cash flows.
Precious metals can be bought from dealers as bullion or coins. Alternatively 
investors can hold shares in mutual funds specializing in gold mine 
securities.
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Collectibles
Investment-grade collectibles are sometimes held to diversify a portfolio and 
provide a hedge against inflation. To be investment-grade, the collectibles 
should be of superior quality, rare, readily marketable, and popular. Such 
collectibles include certain rare coins, stamps, gems, art, and antiques. 
Selecting collectibles requires expertise. An investor lacking such expertise 
may require the assistance of a reputable dealer or a consultant.
Some collectibles have provided steady appreciation and a hedge against 
inflation. Because of high transaction costs—dealer fees, commissions, and 
mark-ups—the collectibles usually have to show significant appreciation 
before a collector can realize a gain. They are, therefore, generally 
suitable only for long-term investments. Shifts in popularity can greatly 
affect their prices. They do not, of course, generate current income.
Commodities
Investments in commodities are usually investments in futures contracts, 
agreements to make or accept delivery of a specified commodity, such as wheat, 
corn, or cocoa, on a certain future date. Low margin requirements for futures 
contracts permit investors to purchase them for 5 or 10 percent of their 
future value. Because contracts are usually on large quantities of the 
commodities, such as 5,000 bushels, small variations in the price of the 
commodity can mean large variations in the value of the contract. If the 
price move is unfavorable to the investor, it may eliminate the margin funds 
and require the investor to immediately add funds to the account.
Commodities offer the possibility of enormous profits in a short time, but the 
risks are high. Seventy percent of commodity speculators lose money, and 
aggregate losses are typically five to six times greater than gains.*
*Stephan R. Leimberg, Martin J. Satinsky, and Robert T. LeClair, The Tools 
and Techniques of Financial Planning. Cincinnati, Ohio: NUlaw Services, 
1986, p. 15.
Because commodity prices fluctuate daily, commodity investors, in addition to 
expertise, need the time to monitor the investment daily. Instead of taking 
commodity positions directly, investors can obtain professional management by 
investing in commodity limited partnerships or mutual funds. Such managed 
accounts are also highly speculative, however.
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Master Limited Partnerships (MLPs)
Units of an MLP are traded on a national exchange and therefore provide 
liquidity that the usual limited partnership interest in ventures such as real 
estate or oil and gas does not. The Internal Revenue Code’s publicly traded 
partnership provisions, however, classify the net income from MLPs as port­
folio income, which cannot offset net losses from other passive activities.
Insurance Products
For many years, investors did not generally consider insurance products as 
vehicles that were competitive with other investments. Recent changes in tax 
laws, interest rates, and the way insurance companies design products have 
made insurance contracts more important as investment alternatives.
Universal life insurance and single premium life insurance contracts are the 
most suitable for investment considerations. Universal life contracts permit 
annual additions to the initial premium. The premium includes contributions 
to an investment side fund that is either managed by the insurance company or 
by an investment management firm. The premium generally includes a mortality 
charge (cost of insurance) that may be collected ratably over the contract or 
may be front-end loaded (heavier in the first several years than in later 
years). The balance of the premium is added to the accumulated value account 
along with any interest credited to the previous balance of that account. 
Single premium contracts usually limit the policy holder to an initial lump 
sum premium with no annual additions. The insurance cost for those contracts 
is either deducted from the accumulated value account ratably or over a 
shorter period of time.
Not all insurance companies advertise the actual internal rate of return on 
the investment portion of the contract. The CPA may wish to compute the true 
earnings for each year. In addition, the CPA may help the client understand 
the cost of surrender charges and income tax consequences which may occur if 
the client surrenders the policy before dying. The advantages and disadvan­
tages of borrowing from the policy should be understood by the client.
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INVESTMENT PLANNING
DATA-GATHERING FORMS

Exhibit 3-6E
Investment Alternatives Questionnaire
Name ________________________ Date___________________
Liquid, income-producing, and growth investment products are listed below. 
Please indicate your preference for and familiarity with each. Also indicate 
whether you think the investment product would be suitable for your portfolio, 
considering your investment objectives.
Preference Familiarity Suitability
Not
High Low High Low Yes No Sure
Liquid Assets
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
Income Producing
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
Growth
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
5 4 3 2 1 5 4 3 2 1
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Exhibit 3-6F
(1 of 2)
Investment Categories
This listing is meant to be helpful in preparing exhibit 3-6E for client use. 
It is not meant to be all-inclusive.
U.S. government obligations Limited partnership
Liquid Assets Fixed annuities
Money market funds 
Savings account 
NOW account 
Certificates of deposit 
U.S. Treasury bills 
Tax-exempt money market
Growth
Mutual Funds:
Growth
funds Maximum growth
Balanced
Income Producing Growth/income 
International
Bonds: Small company 
Specialty
Corporate 
Convertible 
Zero coupon 
Put bonds
Real Estate:
Direct ownership
Investment Trust (REIT)
Municipal
General obligation
Limited obligation 
Insured
Zero coupon
Limited partnership
Master limited partnership
Oil and Gas:
Working interest
Mortgage-backed securities Art
U.S. savings bonds 
Treasury notes 
Treasury bonds 
U.S. Agency bonds
Royalty interest
Collectibles:
Antiques
Corporate and government bonds 
Municipal bonds
Ginnie Maes
Fannie Maes
Coins 
Gems 
Stamps
Stocks:
Precious Metals:
High dividend common 
Preferred Gold bullion 
Gold certificates
Mutual funds: Gold mutual funds 
Silver
Income Platinum
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Insurance Products:
Single premium whole life 
Universal life
Variable life
Other:
Variable annuities 
Futures
Commodity
Foreign currency 
Interest rate 
Stock index
REMICs
3-6.30
Exhibit 3-6G
Securities-Allocation Model
Part 1
Name______________________________ Date_____________
Portfolio Scoring System
Score the importance to you of each investment objective 
following table:
according to the
client’s total score.)
Goals Most Very Some Little None Score
High long-term total return 5 4 3 2 1
Tax deferred appreciation 5 4 3 2 1
High after-tax current income 1 2 3 4 5
Low total return fluctuation 1 2 3 4 5
Low single period loss probability 1 2 3 4 5
High liquidity 1 2 3 4 5
Total score
(Use exhibit 3-6H to determine the suggested portfolio allocation for the
Adapted from William G. Droms, "Investment Asset Allocation for PFP Clients." 
Journal of Accountancy, April 1987, p. 116.
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INVESTMENT PLANNING
WORKPAPERS

Exhibit 3-6H
Securities-Allocation Model
Part 2
Objective: To determine the client’s portfolio allocation based on the total 
score computed on exhibit 3-6G.
Name: Date:
Suggested Portfolio Allocation
The client’s portfolio mix should be similar to the allocation that matche
the score on exhibit 3-6G:
Score
Liquid 
(Money Market)
Income Producing 
(Fixed Income)
Growth 
(Equities)
30 5% 5% 90%
26-29 10% 10% 80%
21-25 20% 20% 60%
16-20 30% 30% 40%
11-15 40% 40% 20%
6-10 50% 40% 10%
Growth assets should be distributed according to the mix that matches the
score:
Score Income Growth Aggressive
30 10% 40% 50%
26-29 10% 60% 30%
21-25 50% 25% 25%
16-20 50% 30% 20%
6-15 50% 50% 0%
Adapted from William G. 
Journal of Accountancy,
Droms, "Investment Asset Allocation for PFP Clients.” 
April 1987, p. 116.
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Exhibit 3-61
Current Value of Present Portfolio
Client___________________________ Date ______
Objective: To summarize, by investment objective, the client's liquid assets 
and investments listed in exhibit 3-2B; to determine if liquid 
assets and investments need repositioning.
Retirement
Accounts
(IRAs, etc.)
Invest- Not Recommended
ment Self- Self- Changes and 
Percent Total $ Account $ directed directed Explanation 
Liquid Investments
Cash _____ _____ _______ ______ ______ _________
Checking accounts _____ _____ _______ ______ ______ _________
Savings accounts _____ _____ _______ ______ ______ _________
Certificates of deposit _____ _____ _______ ______ ______ _________
Money market accounts _____ _____ _______ ______ ______ _________
Cash value of life
insurance _____ _____ _______ ______ ______ _________
Other______________________________  _______ ______ ______ _________
Total Liquid
Investments
Income-Producing Investments
Municipal bonds ____
U.S. government notes
and bonds ____
Corporate bonds ____
Rental property ____  
Notes receivable ____
Other ______________________
Total Income-Producing 
Investments
Growth-Oriented Investments
Common stocks _____
Mutual funds _____
Closely-held business _____
Partnership interests _____
Land _____
Other _______________________
Total Growth-Oriented 
Investments
Total Investments
7/88
3-6.36
Exhibit 3-6J
Cost-Comparison Worksheet — Mutual Funds
Objective: Used together with exhibit 3-6K to compare the fees charged by 
various funds.
Client Date
(1) 
Fund Name
(2) 
Projected 
Investment 
Term
(3) 
Front-End 
Load Amount 
(per share)
(4)
 Present 
Value
 of Back-
 End Load
(per share)
(5) 
Present 
Value of 
Future 
Fees 
(per 
share)
(6) 
Total 
Present- 
Value 
Cost 
(per 
share)
Column 1 - Include the fund family and the fund name.
Column 2 - Estimate the number of years you expect the investment to be held.
Column 3 - Multiply the sales charge percent, if any, by the price of each share.
Column 4 - Compute the estimated future value per share of each fund using the 
projected annual total return percent, the number of years in column 
2, and the current price per share. (See table 2 in the unit 3 
appendix.) Multiply the result by the stated exit-fee percent.
Compute the present value of the result using the same interest rate 
and term. (See table 1 in the unit 3 appendix.)
Column 5 - Compute the present value of an annuity equal to the expected annual 
management fee (plus 12b-1 expenses if separately stated). Use the 
amount in column 2 for the term. Use the same interest rate as for 
column 4. Use the amount of current fees per share as the amount of 
annual period payments. (See table 3 in the unit 3 appendix.)
Column 6 - Total of columns 3, 4, and 5.
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Exhibit 3-6K
Investment-Efficiency—Mutual Funds
Objective: Used together with exhibit 3-6J to compare the fees charged by 
various funds.
Client____________________________________ Date______________
(1) 
Fund Name
(2) 
Price 
Per Share
(3) 
Total Cost 
(Exhibit 
3-6J, Col. 6)
(4)
Net Value
Per Share
(Col. 2 
less Col. 3)
(5) 
Efficiency Factor 
Col. 4 + Col. 2
11/87
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Exhibit 3-6L
Portfolio Manager-Evaluation Checklist 
 for Mutual Funds
Objective: To assist in a comparison of different mutual funds by providing 
an analysis of a fund’s management investment objectives and 
investment strategies.
Client_______________________________ Date___________________
Fund Name______________________________________ Yes No Comments
1. The fund’s top management team has 
substantial experience managing 
investment portfolios.
2. Top management’s experience has been 
with funds of similar size.
3. Top management’s experience has been 
with funds of similar investment 
objectives.
4. Top management has substantial 
experience managing investment portfolios 
with equivalent investment strategies 
involving the industries and/or companies 
included in the current portfolio.
5. Top management’s previous achievements
are similar to the fund’s expected results.
6. The fund’s investment objectives are 
compatible with those of the client.
7. The fund’s investment strategies allow 
adequate flexibility to maneuver 
successfully within the marketplace 
(e.g., restrictions as to size of 
companies in the portfolio and the 
percentage of ownership of each company, 
are not excessively confining).
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Exhibit 3-6M 
Life Insurance Investment-Products 
Worksheet for Comparison of 
Life Insurance Companies
Objective: To obtain a comparative evaluation of life insurance investment 
products, including the financial strength of the insurance com­
panies offering the products.
Client_______________________________ Date________________
PoliciesCriteria Remarks
1 2 3
1. A.M. Best Rating.
2. Top management is long term with 
company (L), long term with indus­
try (E), or new to company (N).
3. Reserves are superior (S), 
average (A), or below average (B).
4. Investment strategy is conser­
vative (C), balanced (B), 
aggressive (A), or self-directed 
by client (D).
Match this profile to your 
client’s attitude toward 
risk.
5. Spread between company’s return 
on assets and projected internal 
rate of return on policy 
(current year).
A larger spread indicates 
the ability to sustain the 
projected return on the 
policy.
6. Spread between company’s average 
return on assets for the last five 
years and current year projected 
internal rate of return on policy.
7. Percent of contracts that 
are reinsured.
A low percentage is an indi­
cation of financial strength.
8. Maximum retention level. Maximum death benefit the 
company will write without 
reinsurance.
9. Cost per net payment cost method. From exhibit 3-5F.
10. Cost per surrender cost method. From exhibit 3-5F.
11. Insurance cost (total first 
10 years).
Col. H in exhibit 3-6N.
12. Policy loan rate.
13. Other.
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Exhibit 3-6N
(1 of 2)
Life Insurance Investment-Products 
Calculation of Mortality Costs 
and Other Expenses
Objective: To calculate mortality costs and other expenses on a life 
insurance investment product for the purpose of comparing those 
costs and expenses with those of other insurance products.
Name Date ____________
Policy ______________________
Initial Face Amount: $500,000
Monthly Premium: $200.00
Assumed Rate of Return: 10.5%
A B C D E F G H
End Mortality
of Annual Death Cumulative Accumulated Surrender and Other
Year Age Outlay Benefit Outlay Value Value Costs
1 38 2,400 500,000 2,400 1,404 0 996
2 39 2,400 500,000 4,800 2,885 708 1,066
3 40 2,400 500,000 7,200 4,436 2,259 1,152
4 41 2,400 500,000 9,600 6,061 3,884 1,240
5 42 2,400 500,000 12,000 7,833 5,656 1,264
6 43 2,400 500,000 14,400 9,771 7,594 1,284
7 44 2,400 500,000 16,800 11,893 9,716 1,304
8 45 2,400 500,000 19,200 14,219 12,042 1,323
9 46 2,400 500,000 21,600 16,777 14,600 1,335
10 47 2,400 500,000 24,000 19,600 19,600 1,339
11 48 2,400 500,000 26,400 22,755 22,755 1,303
12 49 2,400 500,000 28,800 26,148 26,148 1,396
13 50 2,400 500,000 31,200 29,793 29,793 1,501
14 51 2,400 500,000 33,600 33,703 33,703 1,613
15 52 2,400 500,000 36,000 37,889 37,889 1,753
16 53 2,400 500,000 38,400 42,365 42,365 1,902
17 54 2,400 500,000 40,800 47,146 47,146 2,067
18 55 2,400 500,000 43,200 52,253 52,253 2,243
19 56 2,400 500,000 45,600 57,687 57,687 2,453
20 57 2,400 500,000 48,000 63,477 63,477 2,667
21 58 2,400 500,000 50,400 69,642 69,642 2,900
22 59 2,400 500,000 52,800 76,199 76,199 3,155
23 60 2,400 500,000 55,200 83,167 83,167 3,433
24 61 2,400 500,000 57,600 90,568 90,568 3,732
25 62 2,400 500,000 60,000 98,411 98,411 4,067
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Information about the cost of insurance—mortality charges and administrative 
expenses—is needed to compare insurance contracts. It is generally not pro­
vided by the insurance company; however, the calculation below enables you to 
determine a policy’s projected insurance costs from information provided by 
the insurer. It was used to determine the mortality and administrative costs 
shown in column H of the policy illustrated above.
The calculation requires information from the insurer about the annual pre­
mium, column C, and the accumulated value, column F. Because the calculation 
uses accumulated values, it is most useful if the client intends to hold the 
policy for more than ten years. It is important to note that the information 
in column F is the insurance company’s projection based on an assumed credited 
rate of return that is not guaranteed.
Computation of mortality charges and administrative expenses:
n = current year
n-1 = prior year
1. Determine the increase in accumulated value since the prior year: 
Col. F in year n less col. F in year n-1.
[For year 2: 2,885 - 1,404 = 1,481]
2. Determine the increase in accumulated value resulting from credited earn­
ings on the accumulated earnings at the beginning of the year:
Col. F in year n-1 times the rate of return assumed by the insurer. 
[For year 2: 1,404 X 0.105 = 147]
3. Determine the amount of increase in accumulated value resulting from the 
current year’s premium payment:
Subtract the answer from step 2 from the answer in step 1.
[For year 2: 1,481 - 147 = 1,334]
4. Determine the mortality charges and administrative expenses in the current 
year:
Subtract the answer in step 3 from col. C in year n.
[For year 2: 2,400 - 1,334 = 1,066]
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INVESTMENT PLANNING
ILLUSTRATIVE WORKPAPERS WITH CLIENT ILLUSTRATION

Exhibit 3-60 
(1 of 7) 
Investment Preferences
Name Sample Client________ Date 3/21/X1____
Described below are three primary benefits that are provided to some degree by 
all investments. No single investment maximizes all three; receiving more of 
one benefit usually means receiving less of another.
Safety of principal: The likelihood that the principal will be returned 
intact, without increase or decrease.
Cash flow: The amount of cash flow that the investment will generate 
annually.
Appreciation: The amount of gain that will be realized upon sale of the 
asset.
Indicate below the benefits you would desire from your investments by circling 
the appropriate numbers. The total of the numbers circled for "All Holdings" 
should equal ten and the total of the numbers circled for your "Next 
Investment Only" should equal ten.
All Holdings Next Investment Only
High Low High Low
Safety of principal 4 3 2 1 0 5 4 3 2 1 0
Cash flow 5 4 3 2 1 0 5 4 3 2 1 0
Appreciation 5 1 3 2 1 0 5 4 3 2 1 0
Total = 10 Total = 10
Listed below are four characteristics of investments. Unlike the benefits 
above, you can have as much or as little of each characteristic without 
affecting the others. Trade-offs are involved, however, because each 
characteristic has both favorable and unfavorable aspects.
Liquidity: The ease of converting the investment to cash within a short 
time.
Debt: The extent to which you are personally obligated for debt 
associated with the investment.
Risk and return: The degree of uncertainty about the results of the 
investment and the magnitude of the total return. In most cases, 
increased risk should mean increased return.
Management effort: The degree to which you are personally involved with 
the operation and decision-making aspects of the investment.
Indicate below your preference for those characteristics:
Liquidity
Debt
Risk/return
Management effort
All Holdings 
High Low 
5 4 (3) 2 1
5 4 3 2 1
5 4 3 1 1
5 4 3 2 1
Next Investment Only
High Low
5 4 (3) 2 1
5 4 3 2 1
5 4 3 1 1
5 4 3 2 1
Copyright, 1987. LINC, Inc., Nashville, Tenn. Used with permission.
11/87
3-6.45
(2 of 7)
Securities-Allocation Model
Name Sample Client Date 3/21/X1
Portfolio Scoring System
Score the importance to you of each investment objective according to the 
following table:
Goals
High long-term total return
Most
5
Very
4
Some Little
2
None
1
Score
3
Tax-deferred appreciation 5 4 ® 2 1 3
High after-tax current income 1 2 ® 4 5 3
Low total-return fluctuation ® 2 3 4 5 1
Low single-period loss probability ® 2 3 4 5 1
High liquidity 1 2 ® 4 5 3
Total Score 14
Suggested Portfolio Allocation
Your portfolio mix should be similar 
score:
to the allocation that matches your
Your Score Money Market Fixed Income Equities
30 5% 5% 90%
26-29 10% 10% 80%
21-25 20% 20% 60%
16-20 30% 30% 40%
11-15 40% 40% 20%
6-10 50% 40% 10%
Your equities should be distributed according to the mix that matches your 
score:
Your Score Income Growth Aggressive
30 10% 40% 50%
26-29 10% 60% 30%
21-25 50% 25% 25%
16-20 50% 30% 20%
6-15 50% 50% 0%
Adapted from William G. Droms, ’’Investment Asset Allocation for PFP Clients.’’ 
Journal of Accountancy, April 1987, p. 116.
11/87
3-6.46
(3 of 7)Projected Financial Condition Workpaper
for the Years 19X1 through 19
Objective: To evaluate whether the personal financial plan will enable the
client to reach financial goals.
3/24/X1Name Sample Client Date
Assets 19X1 19 19_ 19_ 19_ ---
Liquid Assets
Cash and checking accounts $ 3,000 $ $ $ $
Savings accounts 3,550
Money market funds 106,851
Certificates of deposit
Brokerage accounts
Life insurance cash value
Other liquid assets
Total Liquid Assets 113,401
Marketable Securities
Listed stocks/funds
Federal notes and bonds
Corporate bonds/funds
Municipal bonds/funds
Other marketable securities
Total Marketable Securities
Other Investments
Business interests
Partnership interests
Investment in real estate
Investment-grade collectibles
Retirement accounts:
Pension accounts
Profit-sharing accounts
Deferred compensation/401(k)
plans
IRA accounts
Keogh accounts
Other—installment note 264,936
Total Other Investments 264,936
Personal Assets
Residence 400,000
Vacation home
Automobiles/boats
Furniture and household
accessories
Other personal property 40,000
Total Personal Assets 440,000
Total Assets $818,337 $________ $_______  $ $_______
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Projected Financial Condition Workpaper 
for the Years 19X1 through 19__
Liabilities and Net Worth
Current Liabilities
Charge accounts, credit card 
charges, and other bills 
payable
Installment credit and other 
short-term loans
Current portion of long-term 
debt
Unusual tax liabilities
Total Current Liabilities
Long-Term Liabilities
Mortgage notes 
on personal real estate
Mortgage notes 
on investment real estate
Bank loans
Margin loans
Life insurance policy loans 
Other
Total Long-Term Liabilities
Total Liabilities
Family Net Worth
Total Liabilities and Net 
Worth
19X1 19 __  19__ 19__
2,400 
2,400 
33,600 
33,600 
36,000 
782,337 
818,337 
19_
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Short Data-Gathering Form 
Cash Flow Plan
[Monthly (/ ) or Annual (X)]
Name Sample Client Date 3/24/X1
Income and Fixed Expenses
Income from employment $ 50,000
Other income 7,017
Total $ 57,017
Fixed expenses:
Housing 17,555
Food 3,120
Clothing 1,000
Transportation 450
Education
Taxes 15,500
Other 885
Total 38,510
Excess 18,507
Discretionary Expenses:
Entertainment 3,000
Gifts 700
Contributions 900
Other 880
Total
Available for Savings or Investment
5,480
$ 13,027
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Illustrative Communication to Client
This communication to the client is based on the preceding illustrative 
workpapers.
Based on your cash flow projection for 19X1, it appears you will have excess 
cash receipts over expenditures totaling $13,000. A reduction of the excess 
cash receipts would not impair your financial situation. Your combined 
federal and state marginal income tax rate is 37 percent. Most of the excess 
cash flow will be taxed at your highest marginal bracket. (A marginal tax 
rate is the percentage applied to the income in the highest bracket.) 
Removing taxable income from your highest bracket will reduce federal and 
state income taxes. Investing in products whose income is exempt or deferred 
from taxation by law can reduce federal and state income taxes; however, 
many such investments are subject to risks that may not be appropriate to your 
circumstances at this time. Furthermore, tax-advantaged investments are 
sometimes illiquid, and require fees and other costs as part of the purchase 
price. These fees and costs are usually subtracted from the amount placed 
into the investment. At the present time, we would recommend two investment 
products that would enable you to defer federal and state income taxes on the 
income they generate for an indefinite period. The safety of these two 
investments is excellent and both are very liquid.
Series EE United States savings bonds are issued by the United States Treasury 
in denominations from $50 to $10,000. These bonds cost one-half of their face 
value. A Series EE bond with a $10,000 face value would cost $5,000. The 
bonds are registered in the names of individuals and provide for single 
ownership, co-ownership, or may be purchased in beneficiary form. Purchases 
of Series EE bonds are limited to $30,000 face value ($15,000 issue price) a 
year for each individual; however, if the bond is registered in co-ownership, 
the limit is increased to $60,000 face value ($30,000 issue price). Series HH 
bonds may be purchased by exchanging Series EE bonds, which can, in effect, 
perpetually defer any income tax on the appreciation of a maturing EE Bond. 
Interest on Series EE bonds accrues through periodic increases in the 
redemption value and is paid at the time the bond is cashed. All bonds held 
for five years will receive interest at 85 percent of the average return on 
marketable Treasury securities with five years remaining to their maturity, or 
6 percent, whichever is higher. Interest is compounded semiannually. A 
Series EE bond may be redeemed six months after purchase. If it is cashed 
before being held five years, the Series EE bond will earn between 4.27 and 
6.0 percent, depending on how long the bond has been held. Series EE bonds 
mature in twelve years. Series HH bonds pay the same variable interest rate. 
They can only be purchased from the proceeds of maturing U.S. savings bonds.
At your present federal and state combined marginal tax rate of 37 percent, 
the deferred Series EE bonds have an effective yield of 9.5 percent on a 
pre-tax basis.
The opportunity of purchasing the Series EE bonds in a co-ownership form has 
several advantages. It would allow you to make a gift of up to $15,000 
without having to lose control of your funds. The bonds would be registered 
and either owner would have the right to cash in the bonds; however, only the 
person with custody of the bonds may redeem them. Since the Series EE bonds 
are tax deferred, neither owner would have to report the income on federal or 
state income tax returns.
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For example, you could purchase $60,000 face value ($30,000 cost basis) of 
Series EE bonds with $15,000 in the names of you and your son and $15,000 in 
the names of you and your daughter. You could retain custody of the bonds. 
The savings in federal and state income taxes would be over $1,000 a year for 
as long as you own the bonds. In summary, the advantages of the strategy 
would be to reduce your federal and state income taxes for each year the bonds 
are held, to make a gift to each of your children without losing control of 
your funds, to receive a yield that is substantially higher than most other 
investments you could make without assuming substantial risk, and to have 
liquidity that would enable you to convert the bonds to cash without the risk 
of loss. We recommend that you either purchase $30,000 face value of Series 
EE U.S. Treasury bonds or purchase as co-owners with your two children, 
$60,000 face value of Series EE U.S. Treasury bonds. This strategy also may 
be appropriate for future years and should be considered annually to the 
limits of federal regulations.
Another investment that offers a similar opportunity for tax deferred income, 
as well as the preservation of principal and a high degree of liquidity and 
safety, is a single premium whole life insurance policy. It is an investment 
product created by insurance companies within the last few years, and offers a 
tax deferred return on your money of up to 9 percent. It is available to 
individuals up to the age of 78 and does not require evidence of insurability 
or other features usually associated with a life insurance contract. It is 
fairly complicated and we would be happy to discuss it with you further. The 
tax savings on a $100,000 policy would be approximately $3,000 annually and a 
comparable taxable yield would be 14.29 percent under current federal laws.
In summary, you would have an investment that would substantially reduce 
income taxes, produce a high rate of return, provide liquidity without the 
risk of loss, and have a. very high degree of safety. A negative aspect about 
this investment is that, should you decide to liquidate it in its entirety, 
not a recommended thing to do, you may create a taxable event.
At the present time, the investment markets are doing extremely well. If 
you desire to take a reasonable risk in growth stocks, we would recommend 
no-load mutual funds. Mutual funds offer an opportunity for an investor to 
reduce certain elements of risk through diversification. These funds are 
professionally managed and many have good track records and high ratings on 
performance. Although they are marketable and can be converted to cash in a 
short time, they are subject to market risk. If you have a desire to invest 
in mutual funds, we would suggest the total investment not exceed $50,000.
H. William Kuehl, Jr., Technical Skills Development for Personal Financial 
Planners. Copyright 1986 by Professional Development Institute. Reprinted 
with permission.
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INTRODUCTION
Together with purchasing a home and retirement funding, financing children’s 
education is a major financial responsibility faced by many clients. To plan 
education-funding needs, clients first need to identify goals for their 
children’s education. Projected costs and suitable funding methods can then 
be determined. To assist in that process, this module includes a discussion 
of funding methods and vehicles, data-gathering forms, a computation work­
sheet, and an illustrative client situation. Although the discussions refer 
to college costs, some clients may want to fund the cost of their children’s 
private primary and secondary education as well.
IRC sec. 1(i) requires that the unearned income of children under fourteen be 
taxed at their parents’ rates. That provision is sometimes referred to as the 
"kiddie tax." That code provision limits the planning opportunities for fund­
ing the future education expenses of young children. Some strategies dis­
cussed in this module, however, may still be used to fund such education 
expenses.
The inflation rate for college expenses has been higher than the overall 
inflation rate in recent years. The table below projects the cost of four 
years of college and required savings, assuming a 7-percent inflation rate for 
college costs, an 8-percent after-tax rate of return on investments, and a 
current college cost of $10,000 a year. It also illustrates the funding 
requirements for monthly, annual, and lump-sum funding methods, based on those 
assumptions.
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Projected Cost and Required Funding 
For Four Years of College
Child’s 
Age
Projected 
Four-Year 
College Cost
Required Funding
Single Payment Annual Monthly
1 140,250 37,905 3,848 323
2 131,074 38,259 4,002 336
3 122,499 38,617 4,177 352
4 114,485 38,978 4,378 369
5 106,996 39,342 4,609 389
6 99,996 39,710 4,879 413
7 93,454 40,081 5,199 441
8 87,340 40,456 5,582 474
9 81,627 40,834 6,052 515
10 76,286 41,215 6,641 566
11 71,296 41,600 7,398 632
12 66,632 41,989 8,410 719
13 62,272 42,382 9,828 842
14 58,199 42,778 11,959 1,026
15 54,391 43,177 15,513 1,333
16 50,833 43,581 22,629 1,947
17 47,505 43,988 43,988 3,791
The table illustrates why most families need to plan for the future educa­
tional expenses of their children and begin funding those expenses as early as 
possible.
Education-Funding Methods
College educations may be financed from —
o The current income and assets of the family and other relatives
o Scholarships, grants, and loans
o A fund consisting of assets that appreciate over time
o A fund consisting of assets whose income will accumulate over time
o A combination of the above methods
The pay-as-you-go method is expensive because it does not utilize the time 
value of money or favorable tax treatment for the funds. It may also place a 
great strain on a family’s cash flow during the college years.
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The second method—using financial aid—is becoming increasingly unreliable 
because of federal cutbacks on student loans and grants. Clients interested 
in financial aid programs may wish to buy the College Cost Book, published by 
the College Entrance Examination Board. They may also want to consult with 
their children’s high school counseling office, the financial aid offices of 
the colleges the children are considering, a scholarship search firm, and the 
federal or state department of education. (Exhibit 3-7A outlines some finan­
cial aid programs currently being offered.)
In determining the amount of financial aid college students are eligible for, 
college institutions usually consider parents’ salaries, investment income, 
taxes, certain living expenses, 5 percent of savings, and certain other 
assets, less an "asset protection allowance" based on parental age and other 
obligations. The student’s income and 35 percent of his or her savings are 
also considered. Because a higher percentage of a student’s savings is 
included in the eligibility calculation, gifts to children to fund education 
expenses may adversely affect their eligibility for financial aid—although 
the parents’ income may have that effect in any case.
The Internal Revenue Code considers interest expense on unsecured education 
loans to be consumer interest. If a loan meeting the Internal Revenue Code’s 
definition of a home equity loan is used to meet education expenses, the 
interest expense will be deductible. To meet that definition, the loan must 
be secured by a primary or secondary residence that does not exceed the fair 
market value less the acquisition indebtedness of the qualified residence. 
Total home equity indebtedness cannot exceed $100,000.
If education funding begins early enough, funding with appreciating or 
income-producing assets can be used. These methods ease the parents' 
financial burden because the time value of money will help generate funds for 
education expenses. Gifting the assets or shifting the income to children may 
produce a tax benefit if the income will be taxed at a trust's or the 
children's lower rates. That would increase the total after-tax return on the 
property.
The 1986 Tax Reform Act's kiddie tax affects those methods. In addition, 
income-shifting methods are sharply curtailed by the act. Some benefits of 
early funding are still available, however. Young children can receive 
$1,000 of unearned income a year without being subject to the kiddie tax. 
Of that amount, $500 is taxed at the children's rate and $500 is tax-free, 
sheltered by the portion of the standard deduction allocated to unearned 
income. All unearned income of children fourteen and over is taxed at the 
children's own rates. Earnings on education funding that are taxed at the 
parents’ rates will benefit from the overall lower rates of the 1986 Tax 
Reform Act. Beginning in 1988, the top effective marginal rate will be 33 
percent, rather than the 50-percent maximum rate of prior law.
Some parents will either not desire or not be able to fully fund their 
children's education in advance. Nonetheless, partial funding to the extent 
possible or desirable is advisable to take advantage of the time value of 
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money and tax savings. Parents funding only a portion of the projected 
expenses may want to estimate whether they will be able to meet additional 
expenses using the pay-as-you-go method and financial aid. Some clients who 
cannot fully fund college expenses early may anticipate having additional cash 
flow during their children’s college years through increased earnings or 
because their home mortgage will be paid off. If, when the children are 
young, those parents fund an amount to provide, say, 40 or 60 percent of the 
education expenses, the drain on cash flow during the college years may be 
manageable. If the various funding methods are used by grandparents, there is 
an additional advantage. Gifts qualifying for the annual gift tax exclusion 
and tuition paid directly to educational institutions avoid the 
generation-skipping tax.
Education-Funding Techniques
The pay-as-you-go method requires a cash flow analysis to determine whether 
the client has, or can reallocate resources to provide, sufficient cash flow 
to meet all or part of the educational expenses as they arise. (See module 
III in this unit for a discussion of cash flow planning.)
Education planning for the use of financial aid and loans consists primarily 
of research, as indicated above, to determine the available sources of 
financial aid. CPAs may find it useful to be sufficiently familiar with 
financial aid sources and requirements to suggest appropriate federal or state 
programs to the client (see exhibit 3-7A). They may also want to suggest 
services providing scholarship research and other assistance. As discussed 
earlier, eligibility for financial aid is usually determined based on the 
parents' and student's earnings and specified assets in the preceding year. 
Planning strategies that reduce the prior year's earnings or specified assets 
may increase the amount of financial aid for which the student qualifies. 
Earnings can be reduced by salary reduction arrangements, such as 
contributions to 401(k) plans or 403(b) annuities. Purchases of personal and 
business property reduce the asset base included in the computation.
Most financial planning methods for education funding relate to funding with 
appreciating or income-producing assets. Possible vehicles for gifting assets 
and shifting income are discussed below, as well as investment possibilities 
and gift tax considerations. CPAs advising clients about education funding 
techniques, however, should first be familiar with local laws on support. 
Those laws determine whether a child's education is a parent's legal 
obligation. Income from trusts and custodial accounts under the Uniform Gifts 
to Minors Act is taxed to the parent if it is used to pay expenses that a 
parent is legally obligated to provide. Local laws may provide that education 
expenses for minor children, but not for adult children, are support. That 
could provide relief to the support problem, especially if the age of majority 
is eighteen.
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Vehicles for Education Funding
Numerous methods have been devised to transfer appreciating or 
income-producing assets to children. Because of provisions in the 1986 Tax 
Reform Act, some methods—such as new transfers to Clifford trusts and spousal 
remainder trusts—will not accomplish income-shifting objectives. Other 
methods still exist, however.
Direct Transfers to Minors. Series EE bonds and certain other investments can 
be gifted directly to minors. Tax on income from Series EE bonds can be 
deferred until the bonds are redeemed. Parents may be reluctant, however, for 
the assets to be held directly by the child.
Custodial Arrangements. Certain assets, such as bank accounts, securities, 
and life insurance policies may be held for minors by custodians under the 
Uniform Gifts to Minors Act. In states that have adopted the Uniform 
Transfers to Minors Act, all types of property can be transferred to custodial 
accounts. Custodial arrangements under these acts are usually simple and 
inexpensive, but they may present problems. To keep the property out of the 
parents’ estate, the parents cannot be the custodians. The income will be 
subject to the kiddie tax if the child is under age fourteen. If the income 
is used to pay a support obligation, it is deemed income of the parents. The 
assets and accumulated income become the child’s property when the child 
reaches majority, which is, depending on the state, eighteen to twenty-one 
years of age.
Trusts. Some trusts accomplish income shifting even after the 1986 Tax Reform 
Act. That act, however, compresses the income tax brackets of trusts so that 
income tax savings are limited. Beginning in 1988, the first $5,000 of trust 
taxable income is taxed at 15 percent, and taxable income over $5,000 is taxed 
at 28 percent. In addition, the 15-percent rate is phased out between $13,000 
and $26,000, resulting in an effective rate of 33 percent for income falling 
within that range.
Tax on $5,000 of trust income at 15 percent would be $900 less than tax on 
$5,000 at a parent’s marginal 33-percent rate. Trusts can therefore still 
produce limited tax savings. Benefits are maximized if parents have separate 
trust for each child, because each trust will have a 15-percent bracket.
Also, to benefit from each trust’s low bracket, the trustee should have 
discretionary power to accumulate income.
Several trusts are viable for education-funding purposes:
(1) IRC section 2503(c) trusts are special trusts for minors. Income in 
these trusts can be accumulated, thus avoiding the kiddie tax on young 
beneficiaries.
(2) Trusts with Crummey invasion powers have a number of attractive 
qualities as education-funding vehicles. Those trusts include a provision 
that permits the beneficiary to withdraw from the trust an amount equal to the 
lesser of the annual addition to the trust or the annual gift-tax exclusion.
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A guardian is not required for the invasionary power. Further, the assets 
need not be income producing. Such trusts can accumulate income, but the 
invasion privilege causes the beneficiary to be taxed on a portion of the 
trust income (Rev. rul. 67-241). That may cause a kiddie tax problem.
Because of the revised tax rate schedule for trusts, it may be more beneficial 
for the trusts to hold growth rather than income-producing assets.
Tuition Prepayment. Some educational institutions accept prepayment of a 
child’s tuition when the child is quite young. For many institutions, the 
prepayment is not a guarantee that the child will be admitted. Most 
prepayment plans are relatively new. If their use becomes widespread, they 
may become the subject of future tax legislation, with unforeseen results. A 
tax problem is especially likely if the prepaid fund is transferred because 
the child does not attend the school.
Insurance Contracts. An interest-sensitive life insurance policy on the life 
of the supporting parent may be a useful vehicle for education funding. 
Universal life policies and other interest-sensitive policies sometimes permit 
cash to be withdrawn from the policies, other than a loan. If the policy is 
taken out when the children are young, cash withdrawals could be taken later, 
as necessary to fund their education. Under current tax laws, cash -- up to 
the amount paid into the policy — can be withdrawn tax-free. A change in the 
tax law, however, could make insurance less attractive as a funding vehicle.
Investments. Selecting suitable investments for education funding depends 
partly on the funding vehicle. If a custodial account under the Uniform Gifts 
to Minors Act is used, investments may be limited to bank accounts, 
securities, and life insurance policies. In contrast, all types of property 
can be transferred to a custodial account under the Uniform Transfers to 
Minors Act. CPAs need to be familiar with local law to know which act is 
applicable. If property transferred to trusts is intended to qualify for the 
annual gift-tax exclusion, the property should be income producing, unless the 
trusts have a Crummey provision or are IRC sec. 2503(c) trusts.
To avoid the kiddie tax, an investment objective may be to eliminate or defer 
tax until the child is fourteen. If income from property will be taxed to a 
young child, the parents can consider transferring growth-oriented, rather 
than income-producing, assets that can be converted to cash or 
income-producing assets after the child is fourteen years old. Such 
investments include growth stock, stock in closely held corporations, land, 
and other appreciating investments.
Investments whose income is tax exempt or tax deferred can also be considered 
for children under age fourteen. Those investments include Series EE bonds, 
single-premium whole-life insurance policies, municipal bonds, zero-coupon 
municipal bonds, and municipal bond funds.
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Gift Tax Considerations
The federal gift-tax exclusion for educational expenses applies to tuition 
paid directly to qualifying educational institutions. Funding children’s 
education may include gifting property to children, however. In such 
situations, a consideration in determining the funding pattern is to maximize 
the use of the annual gift-tax exclusion to minimize the use of the parents’ 
unified credit. To illustrate: Funding a twelve-year-old’s college education 
may require a lump sum of $25,000 or an annual payment of $5,000. If the 
parents wanted to fund the education in a lump sum, they should consider 
funding it over two years instead of over one, to use their annual exclusion 
and to avoid using part of their unified credit.
To qualify for the $10,000 annual exclusion ($20,000 joint exclusion), a gift 
must be a gift of a present interest. Direct transfers to children and to 
custodial accounts are gifts of present interests. Transfers to 2503(c) 
trusts qualify if the trustee has discretionary power to use the income and 
corpus for the beneficiary, the beneficiary is entitled to the property at age 
twenty-one, and the beneficiary can designate distribution of the corpus and 
accumulated income in his or her will. If the beneficiary will receive only 
the accumulated income at age twenty-one, then only the present value of the 
income interest will qualify for the annual exclusion. Additions to trusts 
with Crummey provisions qualify for the annual gift-tax exclusion if the 
beneficiary or the beneficiary’s guardian receives notice of the invasion 
power and if the invasion period exists for a reasonable length of time, such 
as the greater of sixty days or to year-end. Other trusts requiring 
distributions of income may qualify for the annual gift-tax exclusion to the 
extent of the income interest. The timing of funding will depend primarily on 
the desires and the ability of the parents, but the funding should, if 
possible, be structured to utilize the annual gift-tax exclusion.
Exhibit 3-7D illustrates a method for calculating the amount of the lump sum 
or annual periodic payment necessary to fund children’s education. Periodic 
reviews are advisable to monitor the continued adequacy of the fund.
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Exhibit 3-7A
(1 of 2)
Financial Aid for Education Expenses
Federal Financial Assistance Programs for College Expenses
1. The Pell Grant
The Pell Grant awards funds directly to students based on their financial 
need. The maximum grant depends on the annual congressional appropriation 
for the year but is limited to 60 percent of college expenses.
Applications are obtained from high school guidance counselors and college 
financial aid offices.
2. Supplemental Education Opportunity Grants
Through the Supplemental Education Opportunity Grants program (SEOG), the 
federal government provides colleges with grant money for students with 
financial need. Students apply for the grants through the college 
financial aid office. The college then determines eligibility and the 
amount of the grant. It also distributes the funds to the students.
3. Guaranteed Student Loans
Guaranteed Student Loans (GSL) are federally subsidized student loans 
available from commercial lenders at below market interest rates. The 
loans are insured by the federal government or a state agency. The loans 
have annual and cumulative ceilings for each student. If the loan is made 
to a student, repayment of the principal and interest is deferred until 
six months after the student graduates or leaves school. If a parent 
takes out the loan, the interest rate is higher and the repayment period 
begins sixty days after the loan is made. The repayment period is five or 
ten years, depending on the amount owed.
Applications for guaranteed student loans are available at participating 
banks. College financial aid offices may also have applications.
4. Parent Loans for Undergraduate Students
Parent Loans for Undergraduate Students (PLUS) is a loan program similar 
to the GSL program. Separate annual and cumulative ceilings apply, 
however. Despite its name, the PLUS program is available for graduate 
students and loans to students as well as to parents. For loans made to 
students, the PLUS program differs from the GSL program because the 
students are required to begin paying interest sixty days after receiving 
the loan.
5. National Direct Student Loans
National Direct Student Loans (NDSL) are federally assisted student loans 
with low interest rates. Repayment begins six months after the student 
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graduates or leaves school, but repayment can be deferred an additional 
three years if the student performs governmental service work, such as 
military service or the Peace Corps. These loans have annual and 
cumulative undergraduate and graduate ceilings. Ninety percent of the 
funding for NDSLs comes from the federal government and 10 percent from 
the college. The federal government sends the funds to the college for 
distribution to students. The college determines eligibility based on 
financial need. Applications are available from college financial aid 
offices.
6. College Work-Study Programs
The federal government College Work-Study Program provides colleges with 
funds to employ students to work in various college departments part-time 
during the school year and full-time during vacations. Eligibility for 
the program is determined by financial need. The college determines how 
much each student can earn each year. Students apply for the program 
through their college financial aid office.
State Financial Assistance
Most states offer financial assistance for college expenses. The assistance 
is primarily for state residents attending state schools, but some states 
offer assistance for out-of-state schools and for nonresidents in state 
schools. Students can find out about assistance in their state and 
application procedures through high school guidance departments, college 
financial aid offices, or directly through the state agency.
College Financial Assistance
Colleges usually have their own financial assistance programs, such as 
scholarships, loans, and jobs. Schools with strong alumni associations often 
have large amounts of financial assistance available. The programs are 
usually described in college catalogs.
In addition to financial assistance, some colleges provide helpful tuition 
payment programs. Some offer tuition discounts for prepayment, including 
dramatic discounts for prepayment when the children are young. Schools may 
also offer installment payment plans with or without interest.
Other Financial Assistance
Scholarship search firms and high school guidance offices have information 
about corporations and other groups that offer college scholarships and loans. 
Such financial assistance is available based on merit or financial need or 
both. The assistance is sometimes targeted for specific groups, such as 
members of specific religious groups, children of employees, or students 
studying specific subject areas.
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EDUCATION-FUNDING 
DATA-GATHERING FORMS

Exhibit 3-7B
Short Data-Gathering Form 
Education Funding
Child’s Name
1)______________________________
2)
3) ______________________________
4) _____________________________
Age
Estimated 
Cost of 
A Year of 
College
Current 
Amount 
Funded
Comments and Additional Information
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EDUCATION-FUNDING 
WORKPAPER

Exhibit 3-7D
Computation of Amount
Required for Education Funding
Objective: To determine the lump-sum or annual contribution required to meet 
estimated future education expenses.
1. Child’s name ______________________________
2. Child’s age _______________________________
3. Number of years remaining before college __________
4. Number of years in college __________
5. Estimated inflation rate for college costs ________
6. Estimated after-tax return on investments
7. Estimated current cost of one year of college _______________
Lump-Sum Computation:
Step 1: Compute current cost of sending a child to college: 
line (4) x line (7) = (A) ____________
Step 2: Inflation adjustment time period: line (3) + 1/2 line (4) = (B)
Step 3: Future cost of college:
(A) x future value factor for (B) years at the interest rate on line
(5) (table 2 in appendix) = (C)
Step 4: Required amount of lump sum:
(C)x present value factor for (B) years at the interest rate on line
(6) (table 1 in appendix) = (D)
Annual Contribution Computation:
Steps 1, 2, 3: same as for lump-sum computation
Step 4: Required amount of annual contribution:
(C) ÷ future value of an annuity factor for (B) years at the interest 
rate on line (6) (table 4 in appendix) = (E)
After the refunding requirements have been determined, the last step is to use 
the best investment tools to achieve the client’s need and to continue to 
monitor them.
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EDUCATION-FUNDING 
ILLUSTRATIVE WORKPAPERS WITH CLIENT RECOMMENDATION

Exhibit 3-7E
(1 of 4)
Short Data-Gathering Form 
Education Funding
Child’s Name
1) John
2)
Age
12
Estimated 
Current 
Cost of a 
Year of 
College
$ 9,000
Current 
Amount 
Funded
-0-
3)
4)
Comments and Additional Information
John will start attending college at the age of eighteen and will go to 
a four-year school. 
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(2 of 4)
Summary of Key Factors and 
Significant Assumptions Used in the 
Prospective Education-Funding Workpaper
Objective: To document the key factors and significant assumptions used to 
develop prospective financial information.
Key factor 1 (description) Inflation____________________________________________
Significant assumptions (list)
Assume a 5% average annual inflation rate for college costs during the 
funding period.
Key factor 2 (description) Investment return___________________________________
Significant assumptions (list)
Assume a total after-tax return on investments of 10%.
Key factor 3 (description) Timing______________________________________________
Significant assumptions (list) 
Assume John will begin college in six years and attend college for four 
years.
Key factor 4 (description) _____________________________________________________
Significant assumptions (list)
Key factor 5 (description) _____________________________________________________
Significant assumptions (list)
Key factor 6 (description) _____________________________________________________
Significant assumptions (list)
In a meeting on 11/11/19X1, John's father 
(date) (client)
accepted responsibility for the adequacy of these assumptions.
S.A.___________________
Interviewer's initials
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Computation of Amount 
Required for Education Funding
Objective: To determine the lump-sum or annual contribution required to meet 
estimated future education expenses.
1. Child’s name John_________________________
2. Child’s age 12___________________________
3. Number of years remaining before college 6______
4. Number of years in college 4______
5. Estimated inflation rate for college costs 5%_____
6. Estimated after-tax return on investments 10%
7. Estimated current cost of one year of college $9,000
Lump-Sum Computation:
Step 1: Compute current cost of sending a child to college:
line (4) x line (7) = (A) (A) = 4 x 9,000 = 36,000
Step 2: Inflation adjustment time period: line (3) + 1/2 line (4) = (B)
(B) = 6 + 1/2 (4) = 8
Step 3: Future cost of college:
(A) x future value factor for (B) years at the interest rate on line
(5) (table 2 in appendix) = (C)
(C) = 36,000 x 1.48 = 53,280
Step 4: Required amount of lump sum:
(C) x present value factor for (B) years at the interest rate on line
(6) (table 1 in appendix) = (D)
(D) = 53,280 x .4665 = 24,855
Annual Contribution Computation:
Steps 1, 2, 3: same as for lump-sum computation
Step 4: Required amount of annual contribution:
(C) ÷ future value of an annuity factor for (B) years at the interest 
rate on line (6) (table 4 in appendix) = (E)
(E) = 53,280 ÷ 11.43 = 4,661
After the refunding requirements have been determined, the last step is to use 
the best investment tools to achieve the client’s need and to continue to 
monitor them.
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(4 of 4)
Illustrative Communication to Client
This client communication is based on the preceding illustrative workpapers.
Based on an estimated current college cost of $9,000 a year, a 5-percent 
inflation rate, and a 10-percent after-tax yield on investments, a lump sum of 
$25,000 is needed to fund John’s college education. Alternatively, an invest­
ment of $4,700 a year for eight years should fund the expense. Differences 
will probably exist, however, between those projections and actual results 
because events and circumstances frequently do not occur as expected and those 
differences may be material. Because the projections are based on assumed 
after-tax investment earnings of 10 percent, the fund should be monitored to 
determine if it is earning at that rate or if additional funding is required. 
If you are unable to fund either the lump-sum amount or the annual amount, we 
recommend that you save as much as possible and apply for financial aid 
through different mediums and consider having John contribute some of his 
earnings toward his education.
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INTRODUCTION
Although retirement is a major event in their lives, many people do not pre­
pare for it. If carefully planned for, however, retirement years may indeed 
be the ’’golden years.” A CPA’s role in retirement planning involves more than 
analyzing a client’s financial situation and economic needs; many clients need 
assistance in developing realistic retirement goals and life-styles. Clients 
need to recognize and plan for the decisions and adjustments they will have to 
make. CPAs can bring objectivity and experience to their clients*  retirement 
planning process so that their clients can retire to something, not just from 
something.
When to Begin
Clients' retirement aspirations will more likely be fulfilled if their finan­
cial planning for retirement begins early. Clients in their twenties and 
thirties often commit most of their financial assets to satisfying family 
needs, such as housing, insurance, and education. Nonetheless, these clients 
can have at least modest savings and investment programs and make annual 
contributions to 401(k) plans, SEPs, Keogh plans, or IRAs.
When clients are in their forties, they can be encouraged to begin retirement 
planning in earnest. By then, family financial obligations may be decreasing, 
children’s educations may be near completion, mortgage payments may be con­
suming a smaller percentage of income, and salaries may be near their peak. 
Plans, goals, and calculations can be committed to paper so that the process 
of accumulating sufficient retirement resources can begin. If planning begins 
fifteen or more years before retirement, many clients will be able to set 
aside sufficient funds to make retirement enjoyable.
How to Begin
The first step in the retirement planning process is to obtain information 
from the client concerning retirement goals and objectives. (See exhibit 
3-8A.) Goals can be powerful motivators. Consequently, deciding on retire­
ment goals may give clients the resolve to make the life-style changes that 
may be required to achieve their goals. For many clients, considering retire­
ment goals will begin the important psychological process of planning for 
retirement. They will begin to address questions such as what activities they 
will pursue in retirement, whether they want a second career, if they want to 
consider volunteer work, if they want to relocate, and what kind of residence 
they would prefer. As well as motivating clients to prepare for retirement, 
goal-setting sometimes helps clients overcome confusion about conflicting 
aspirations. Clients desiring both financial security and an early retirement 
may find that those objectives conflict. Determining the priority of their 
goals and planning for retirement can help resolve such problems.
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The CPA will also need information from the client about estimated retirement 
assets, income streams, and retirement expenses. Estimated retirement income 
and expense data collected in exhibits 3-8B, 3-8C, and 3-8D is based on cur­
rent resources and current costs. Exhibit 3-8G is a worksheet for adjusting 
current income and expense data for inflation and determining the existing 
retirement income gap, if any, as well as the amount needed to fund the gap.
Estimated retirement income includes social security benefits (discussed later 
in this module), employer-provided pension benefits, income from other retire­
ment plans, income from investments, and other sources of income.
A rule of thumb is that retirement income needs are about 60 to 70 percent of 
preretirement income. A more accurate determination, however, is provided by 
estimating retirement expenses. Certain preretirement expenses will decline: 
interest expense may decrease because loans and mortgages have been paid off, 
children’s education expenses may cease, work-related expenses are eliminated, 
life insurance requirements may be reduced, retirement savings can cease, and 
taxes may be computed at a lower marginal rate. Other expenses, such as medi­
cal and recreation expenses, are likely to increase.
Retirement-Funding Strategies
Estimated retirement expenses will probably exceed estimated retirement in­
come, especially for clients in their forties or fifties. Various retirement­
planning strategies can be used to close the gap between estimated income and 
expenses. The strategies generally rely on the time value of money. Conse­
quently, if clients are near retirement age, rigorous budgeting may be 
required to fund a retirement income gap.
In determining the amount to fund, CPAs need to consider clients’ life expec­
tancies. A life-expectancy chart is illustrated later in this chapter. Some 
clients may have unusually long-lived ancestors. In addition, the average 
person’s life expectancy may increase dramatically according to some medical 
experts who believe that the life expectancy of people not yet in their for­
ties is 100 years and more. CPAs may want to consider the possibility of 
longevity in determining the amount needed to fund retirement.
Some strategies for funding a retirement income gap are described below.
Tax-Advantaged Funding Vehicles. Accumulating retirement savings in tax­
advantaged funding vehicles may be a relatively painless strategy for increas­
ing retirement savings. Funding with pre-tax dollars and deferring tax on 
income enable retirement funds to accumulate faster. Consequently, clients 
may want to maximize contributions to qualified plans such as 401(k) plans, 
Keogh plans, SEPs, and 403(b) annuities. Owners of closely held corporations 
can consider setting up qualified defined benefit or defined contribution 
plans. Many factors, including the number and age of employees, are involved 
in such decisions. Small business owners can also consider employing their 
spouses, even if at a low salary, so they can qualify for pension or profit- 
sharing benefits. Clients not covered by qualified plans can make deductible 
contributions to IRAs. Clients who are participants of qualified plans but 
11/87
3-8.02
whose income is below specified amounts can also make deductible IRA 
contributions.
Other vehicles are tax-advantaged because the income they generate is 
tax-deferred until it is distributed. If clients obtain competitive yields on 
these vehicles, their tax-advantaged features may make them preferable to 
other investments. Employees’ contributions to employers’ thrift plans, 
voluntary employee contributions to corporate plans, and nondeductible IRA 
contributions all earn tax-deferred income. The following funding vehicles 
also have that feature: U.S. Government Series EE and HH bonds, fixed and 
variable annuities, single-premium whole-life insurance policies, variable 
life insurance policies, and universal life insurance policies.
Deferred compensation agreements with employers may be advantageous for some 
clients, especially if their employers agree to pay interest on the deferred 
compensation. Clients who expect to be in lower tax brackets after retirement 
may want to consider deferred compensation arrangements. The current tax rate 
structure makes lower rates unlikely, however. Before entering into deferred 
compensation agreements, clients need to consider the probability that their 
employers will be able to make the future payments because their claims for 
deferred compensation will probably not be secured.
Asset Reallocation. Another strategy to close a retirement income gap is to 
reallocate assets. Personal assets, such as fine arts property, coin 
collections, yachts, or vacation property can be converted to income-producing 
property. Appreciating assets such as unimproved land or growth stocks can be 
converted into rental property or dividend-paying stocks. Such conversions 
can be delayed until retirement or until the income is needed if the assets’ 
appreciation is likely to exceed the yield on the converted assets.
Closely held business interests may be converted into income-producing assets 
for retirement through complete redemptions of stock, installment sales of the 
interests, or sales of the business interests in exchange for private 
annuities. In developing retirement plans, clients may need to be cautioned 
about relying too heavily on the value of closely held businesses.
Competition, technological breakthroughs, and economic conditions may cause 
the value of such businesses to fluctuate widely, even within a few years.
The value of closely held businesses without plans for succession may also be 
questionable.
Cash Flow Planning. To provide adequate retirement funding, clients will 
probably need to increase their retirement savings. Clients may need to 
carefully budget their current income and expenses to find the necessary 
additional funds. (Module III in this unit discusses cash flow planning 
techniques.)
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Reconsider Retirement Life-Style
If the client and CPA cannot identify sufficient resources to fund the 
projected retirement-income gap, the client will have to reconsider his or her 
estimated retirement expenses. Options may include (1) moving into a smaller 
home after retirement, (2) selling a second home, (3) foregoing winters in 
a warmer climate, (4) moving to a less expensive part of the country, or 
(5) considering a part-time or second career.
Another possibility is to delay retirement. That option gives the client 
additional time to fund for retirement and additional time for the fund to 
grow. Delaying retirement beyond sixty-five will generally increase social 
security benefits and corporate retirement benefits. Conversely, early 
retirement will produce opposite results.
Preretirement Considerations
As clients approach retirement age, their investment portfolios may need 
restructuring to emphasize quality investments, capital preservation, income, 
and liquidity. Suitable investments may include CDs, bonds, dividend-paying 
stocks, mutual funds, and annuities. In addition, some of their assets, 
perhaps 30 percent, should provide growth as a hedge against inflation.
Activities and Attitudes. Retirement planning concerns attitudes and 
activities, as well as financial planning. Some clients may consider 
nonfinancial retirement planning unnecessary. Stories are common, however, of 
dynamic executives who retire and, gold watch in hand, die from boredom in a 
couple of years. Attitude problems, as well as inactivity, can make 
retirement stressful. Retirees sometimes feel over the hill, in the way, 
unable to contribute, guilty for past mistakes, or they may indulge in 
self-pity. Clients should be aware of those possible pitfalls and realize 
that advance planning and a positive attitude about retirement and aging are 
usually prerequisites for a successful retirement.
As seen below, published life-expectancy tables, which some scientists believe 
underestimate the lifespan of today’s population, make it clear that 
retirement is worth planning for.
Life Expectancy 
in Years
Age Male Female
50 23 29
55 20 25
60 16 20
65 13 17
70 10 13
75 8 10
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Retirement can be approached with an attitude of expectancy: retiring to 
something and expecting the best to happen. Retiring to something takes 
preparation. Before retiring, clients may spend fifty or sixty hours a week 
on work-related activities, including commuting and professional reading.
Much of their social life may also be related to work. By doing preretirement 
planning, clients can decide on activities to replace work-related 
hours—activities that will give them the satisfaction of retiring to 
something fulfilling and enjoyable.
Exhibit 3-8E is a tool to help clients recall activities they have not had 
time for during their working years but that they might enjoy during 
retirement. Other possible activities include part-time consulting, second 
careers, and volunteer work. Some activities require advance preparation, 
such as coursework or training. The client may want to undertake required 
preparation before retirement, to be ready to begin the activity as soon as he 
or she retires. Bored retirees probably failed to do the planning necessary 
for a successful retirement.
Relocation. Preretirement planning can also include research and decisions 
about whether to relocate for retirement. Relocation might be necessary to 
pursue a second career or for health reasons. Housing costs, climate, the 
crime rate, state income and death taxes, and educational and cultural 
opportunities will also affect decisions to relocate. Exhibit 3-8F is a 
worksheet for clients who are undecided about whether or where to relocate. 
Research on possible relocation areas can begin in the preretirement period.
Health. Certain health issues require preretirement planning. Though clients 
will be eligible for Medicare at age sixty-five, Medicare coverage needs 
supplementing. For a fee, retirees may be able to continue in their 
employer-sponsored plan or at least the major medical portion of it. Medicare 
supplemental insurance and major medical policies are also available from 
major health insurance providers. (Module V in this unit includes a 
discussion of supplemental Medicare insurance.) Preretirees should also be 
aware of the importance of regular physical examinations and nutrition for 
maintaining their health in retirement.
Social Security
Clients wonder whether social security will survive their retirement. 
Demographic estimates indicate that the ratio of workers to retirees in 2020 
will be 2.4 to 1. Today it is approximately 3.3 to 1. Social security could 
survive those demographics, but would probably require changes, such as higher 
payroll taxes, delayed retirement age, reduced benefits as a percentage of 
preretirement income, and increased complexity.
The benefit provisions of the social security system may affect some clients’ 
retirement plans. Benefits are reduced if they begin before a worker reaches 
age sixty-five. Benefits beginning at age sixty-two are 80 percent of the 
normal benefit. If retirement is postponed until after age sixty-five, 
benefits are increased 3 percent a year until age seventy. The normal 
retirement age will gradually increase to sixty-seven by 2027. The early and 
postponed ages will likewise increase two years by that date.
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The system has a built-in disincentive to work between ages sixty-five and 
seventy. Benefits are reduced for earned income over a prescribed limit, 
which is adjusted annually, but is approximately $8,000 a year. In the past, 
benefits were reduced $1 for every $2 earned over the limit. After 1989, they 
will be reduced $1 for every $3 earned over the limit. If, after 1989, 
clients in an effective 30-percent income tax bracket (federal and state) earn 
$21,000, they will pay $6,300 in income tax, $1,500 in social security taxes, 
and lose about $4,300 in social security benefits, for a net gain of $8,900.
Mistakes are sometimes made in individual social security accounts. Clients 
can periodically send form SSA-7004, Request for Statement of Earnings, to the 
Social Security Administration to determine that their earnings have been 
properly credited to their account. Some CPAs recommend that clients check 
their benefits about every three years. They also suggest that CPAs obtain a 
supply of forms SSA-7004 from the Social Security Administration and provide 
them as a convenience to clients.
Retirement is a new opportunity, a new challenge. Clients need to plan for it 
and prepare for it, financially and psychologically. For some clients that 
may mean preparing for a second career before they retire. Most will consider 
whether to relocate. Encourage clients to plan their retirement in their 
forties and fifties, while choices are still available to them.
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RETIREMENT-PLANNING
DATA-GATHERING FORMS

Exhibit 3-8A
Data-Gathering Form 
Retirement Goals and Objectives
Name _______________________________ Date _______
1. At what age do you plan to retire from your present career? _____
At what age will your spouse retire from his or her present career? ______
2. Are you considering a second career? ___ Yes ___ No
If yes, what is the career? _________________________________________________
What preparation is required? ______________________________________________
3. Is your spouse planning a second career? ___ Yes ___ No
If yes, what is the career? _____________________________ ___________________
What preparation is required? ______________________________________________
4. What activities, including part-time and volunteer work, do you plan to
pursue during retirement? _______________________________________________ ___
5. Do you plan to sell your present residence when you retire? ___ Yes ___ No
If yes, how much, approximately, would you pay for a replacement resi­
dence? _______________________________________________________________________
6. Will you relocate when you retire? ___ Yes ___ No
If yes, where will you relocate? ___________________________________________
7. Describe your major current and future financial obligations:
Current Future
8. Explain what you mean by financial security during retirement. ___________
9. How much after-tax retirement income do you expect to need (in today’s 
dollars)? __________________________________
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Exhibit 3-8B
Short Data-Gathering Form
Estimated Annual Retirement Expenses
Name _____________________________________ Date ______________
Years to retirement _____
Estimated average inflation rate ____
Estimated average tax rate during retirement ______
During
Retirement—
Current In Current-
Year Year Dollars
Housing _______ _______
Utilities and telephone _______ _______
Property taxes and insurance _______ _______
Food and supplies _______ _______
Clothing _______ _______
Transportation (include car payments) _______ _______
Travel and entertainment _______ _______
Medical and dental _______ _______
Insurance: life, health, disability _______ _______
Contributions _______ _______
Savings and investment _______ _______
Miscellaneous _______ _______
Total Expenses _______ _______
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Exhibit 3-8C
(1 of 2)
Long Data-Gathering Form
Estimated Annual Retirement Expenses
Name Date
Years to retirement _____
Estimated average inflation rate ____
Estimated average tax rate during retirement ____
Current 
Year
Housing
Mortgage or rent _______
Utilities and telephone _______
Maintenance _______
Insurance _______
Taxes _______
Furnishings _______
Other_________________________ ________________________________
Food and household supplies _______
Clothing, cleaning, personal supplies _______
Transportation
Car payments _______
Insurance ______ _
Fuel _______
Repairs _______
Other ________________________ _______
During 
Retirement— 
In Current- 
Year Dollars
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Current 
Year
During 
Retirement— 
In Current 
Year Dollars
Domestic help
Yard maintenance
Education expense
Entertainment
Vacation home
Vacation
Entertainment and restaurants
Clubs
Other _____________________
Medical and dental
Insurance
Life
Medical and dental
Disability
Other _____________________
Debt repayment
Bills and credit cards
Other _____________________
Contributions and gifts
Professional fees
Subscriptions
Hobby expenses
Savings and investments
Miscellaneous
Total Expenses
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Exhibit 3-8D
Data-Gathering Form
Estimated Retirement Income
Name _____________________________________________ Date ____________
Estimated average return on investments before taxes ___________________________
Amount in
Current Dollars
Estimated Annual Retirement Income
Social security (yourself) $________
Social security (spouse) ________
Employer’s retirement plans (yourself) ________
Employer’s retirement plans (spouse) ________
Annuities ________
Other _________________________ ________
Total ________
Assets Available for Retirement (from exhibit 3-2A or 3-2B)
Liquid assets ________
Investment assets ________
Net amount available from converted personal assets ________
Total
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Exhibit 3-8E
1. Plan activities that involve 
other people.
2. Try to stay in touch with 
younger people.
3. Try planning a week's activi­
ties in advance so you'll 
look forward to each day.
4. Try to grow and develop 
your skills on a day-to-day 
basis while you are having 
fun with your outside activi­
ties.
5. Try to have more than just 
one activity that pleases 
you. By having a variety of 
activities you'll never be 
bored, or if you should 
become bored with one 
you'll be able to switch to 
another.
6. Think positively, be 
confident, live with 
enthusiasm.
Realizing The Impossible Dream
Each of us should be able to enjoy our lives to 
it fullest, and we should do those things in life 
that give us pleasure. Successful retirement will 
depend, to a great degree, on renewing some 
of our old interests. Surprisingly enough, as we 
grow older our interests become stronger and 
in many ways we are today more than what we 
were yesterday. It is suggested that you use 
some of your past interests as a guide to activi­
ties during your retirement years. Cultivate 
some of your interests into activities to enjoy in 
your retirement years.
Get started filling out this form and see just 
what it is that you can do that will give you 
enjoyment and help you realize the impossible 
dream is possible.
Activity Interests
THINGS I DID IN MY YOUNGER DAYS 
AND ENJOYED:
THE KINDS OF ACTIVITIES THAT I’VE 
ENJOYED THAT PRODUCED INCOME:
THE THINGS I’VE ADMIRED IN OTHERS:
ACTIVITIES I’VE ALWAYS WANTED TO DO:
THOSE THINGS I’D LIKE TO TRY AGAIN:
MY SPARE-TIME ACTIVITIES WERE:
ACTIVITIES THAT FASCINATE ME:
Copyright 1985. University Research Associates. Used with permission.
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Exhibit 3-8F
(1 of 2)
Retirement Relocation Worksheet
Name___________________________ Date____________
Importance Requires 
Describe Effect on To Me Relocation?
Relocation Considerations High Low Yes No
1. Health considera­
tions 5 4 3 2 1
2. Second career 5 4 3 2 1
3. Cost of living 5 4 3 2 1
4. Crime rate 5 4 3 2 1
5. State income taxes 5 4 3 2 1
6. Real estate taxes 5 4 3 2 1
7. State death taxes 5 4 3 2 1
8. Nearness to family 5 4 3 2 1 ■ ■
9. Nearness to friends 5 4 3 2 1
10. Nearness to current
doctors 5 4 3 2 1
11. Nearness to other
professionals 5 4 3 2 1
12. Climate 5 4 3 2 1
13. Recreational
opportunities 5 4 3 2 1
14. Cultural activities 5 4 3 2 1
15. Educational
opportunities 5 4 3 2 1
16. Church, synagogue or
other organization ___________________________ 5 4 3 2 1
17. Access to a library ______________ ____________ 5 4 3 2 1
18. Access to shopping ______________ ____________ 5 4 3 2 1
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Describe Effect on 
Relocation Considerations
19.
20.
21.
22.
Public 
transportation
Availability of 
part-time work
Availability of 
volunteer work
Facilities needed 
for planned 
activities:
Importance Requires 
To Me Relocation?
High Low Yes No
5 4 3 2 1 ___ ___
5 4 3 2 1 ___ ___
5 4 3 2 1 ___ ___
5 4 3 2 1 ___ ___
5 4 3 2 1 ___ ___
5 4 3 2 1 ___ ___
5 4 3 2 1
23. Other considerations
5 4 3 2 1
5 4 3 2 1
5 4 3 2 1
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RETIREMENT-PLANNING 
WORKPAPER

Exhibit 3-8G
(1 of 2)
Computation of Required Retirement Fund
Objective: To determine the lump-sum or annual contribution required to find 
the gap between estimated retirement income and estimated retire­
ment expenses.
Client Date ________________
1. Number of years until retirement
2. Number of years remaining in the life of the spouse 
with the longer life expectancy
3. Expected average inflation rate during remaining life 
expectancy
4. Expected average after-tax return on investments
5. Estimated average tax rate during retirement years
6. Annual after-tax retirement expenses in current dollars 
(from exhibit 3-8B or 3-8C)
7. Estimated annual before-tax retirement income in current 
dollars (from exhibit 3-8D)
8. Assets available for retirement (from exhibit 3-8D)
9. Gross-up the annual retirement expenses on line (6): 
Divide the amount on line (6) by [1 minus the estimated 
average tax rate (line (5))].
10. Retirement-income gap: Subtract the amount on line
(7) from the amount on line (9). (There is no need to 
complete the form if the result is zero or less.)
11. Compute the future value of the amount on line (10):
Multiply the amount on line (10) times the future-value 
factor for ____ years (line 1) at a ____  interest rate
(line 3). (See table 2 in the unit 3 appendix.)
12. Compute the inflation-adjusted rate of return during 
retirement:
1+ ___  interest rate (line 4)  
______________________________  - 1 x 100 
1+__  interest rate (line 3)   
13. Find the amount needed at retirement to fund the retire­
ment-income gap: Multiply line 11 times the present-value- 
of-an-annuity factor for ___  years [line (2) minus line (1)]
at a ___  interest rate (line 12). (See table 3 in the unit
3 appendix and interpolate, or use a financial calculator.)
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14. To determine the lump sum required today, compute
the present value of the amount on line (13): Mul­
tiply the amount on line (13) times the present value 
factor for ____  years (line 1) at ____  interest rate
(line 4). (See table 1 in the unit 3 appendix.)
15. To calculate the unfunded required amount: Subtract 
the amount on line (8) from the amount on line (14).
16. To compute the annual payment amount required until
retirement, divide the amount on line (15) by the 
present value of an annuity factor for ____  years (line
1) at _____  interest rate (line 4). (See table 3.)
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RETIREMENT-PLANNING
ILLUSTRATIVE WORKPAPERS WITH CLIENT RECOMMENDATION

Exhibit 3-8H
(1 of 7)
Data-Gathering Form
Retirement Goals and Objectives
Name Sample Client Date 1/2/19X1
1. At what age do you plan to retire from your present career? 65
At what age will your spouse retire from his or her present career? 62
2. Are you considering a second career? ___ Yes X No
If yes, what is the career? _________________________________________________
What preparation is required? ______________________________________________
3. Is your spouse planning a second career? ___ Yes X No
If yes, what is the career? _________________________________________________
What preparation is required? ______________________________________________
4. What activities, including part-time and volunteer work, do you plan to 
pursue during retirement?________________________________________________
5. Do you plan to sell your present residence when you retire? ___ Yes X No
If yes, how much, approximately, would you pay for a replacement
residence? ___________________________________________________________________
6. Will you relocate when you retire? ___ Yes X No
If yes, where will you relocate? ___________________________________________
7. Describe your major current and future financial obligations:
Current Future
Home mortgage of $1,000 a month 
will be paid off before re­
tirement
None
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8. Explain what you mean by financial security during retirement: Assets 
that will provide income to cover my retirement expenses and keep pace 
with inflation
9. How much after-tax retirement income do you expect to need (in today’s
dollars)? $42,000_______________________________
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(Exhibit 3-8B)
Short Data-Gathering Form
Estimated Annual Retirement Expenses
Name Sample Client Date 1/2/19X1
Years to retirement 15
Estimated inflation rate 5%
Estimated average tax rate 30%
Housing
Utilities and telephone
Property taxes and insurance
Food and supplies
Clothing
Transportation (include car payments)
Travel and entertainment
Medical and dental
Insurance: life, health, disability, etc.
Contributions
Savings and investment
Miscellaneous
Total Expenses
Current 
Year
15,000
2,000
3,000
6,000
3,000
8,000
4,000
2,000
2,000
3,000
8,000
3,000
59,000
During 
Retirement— 
In Current- 
Year Dollars
5,000
2,000
3,000
6,000
2,000
6,000
8,000
4,000
2,000
2,000
2,000
42,000
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(Exhibit 3-8D)
Data Gathering Form
Estimated Annual Retirement Income
Client name Sample Client________________________ Date 1/2/19X1
Amount in 
Current Dollars 
Estimated Annual Retirement Income
Social security (client) 10,000
Social security (spouse) ________
Employer’s retirement plans (client) 15,000
Employer’s retirement plans (spouse) ________
Annuities ________
Other _________________________ ________
Total 25,000
Assets Available for Retirement (from exhibit 3-2A or 3-2B)
Liquid assets 25,000
Investment assets 75,000
Net amount available from converted personal assets _______
Total 100,000
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(Exhibit 3-8G)
Computation of Required Retirement Fund
Objective: To determine the lump-sum or annual contribution required to fund 
the gap between estimated retirement income and estimated retire­
ment expenses.
Client name Sample Client_______________________ Date 1/10/19X1_______
1. Number of years until retirement ________ 15
2. Number of years remaining in the life of the spouse
with the longer life expectancy ________ 35 
3. Expected average inflation rate during remaining life
expectancy ________ 5%
4. Expected average after-tax return on investments ________ 7%
5. Estimated average tax rate during retirement years _______ 30%
6. Annual after-tax retirement expenses in current dollars
(from exhibit 3-8B or 3-8C) 42,000
7. Estimated annual before-tax retirement income in current
dollars (from exhibit 3-8D) 25,000
8. Assets available for retirement (from exhibit 3-8D) 100,000
9. Gross-up the annual retirement expenses on line (6)
to pre-tax dollars: Divide the amount on line (6)
by [1 minus the estimated average tax rate (line (5))]. 60,000
10. Retirement-income gap: Subtract the amount on line
(7) from the amount on line (9). (There is no need to
complete the form if the result is zero or less.) 35,000
11. Compute the future value of the amount on line (10):
Multiply the amount on line (10) times the future-value
factor for 15 years (line 1) 
(line 3). (See table 2 in the
12. Compute the inflation-adjusted 
retirement:
at a 5% interest rate
unit 3 appendix.) 72,800
rate of return during
1+ 7% interest rate (line 4) |
_____________________________  - 1  x 100
I
1 + 5% interest rate (line 3)  1.905
13. Find the amount needed at retirement to fund the retirement­
income gap: Multiply line 11 times the present-value-of-an- 
annuity factor for 20 years [line (2) minus line (1)] at a 
1.905% interest rate (line 12). (See table 3 in the unit 3 
appendix and interpolate, or use a financial calculator.) 1,201,370
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14. To determine the lump sum required today, compute the 
present value of the amount on line (13): Multiply the 
amount on line (13) times the present-value factor for
15 years (line 1) at a 7% interest rate (line 4).
(See table 1 in the unit 3 appendix.) 435,432
15. To calculate the unfunded required amount: Subtract
the amount on line (8) from the amount on line (14). 335,432
16. To compute the annual payment required until retire­
ment, divide the amount on line (15) by the present- 
value-of-an-annuity factor for 15 years (line 1)
at a 7% interest rate (line 4). (See table 3.) 36,829
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Illustrative Communication to Client
This illustrative communication to a client is based on the preceding 
illustrative workpapers. (See unit 1, sections VII and IX for a discussion of 
considerations concerning reporting to clients.)
Based on your estimates of a before-tax investment return of 7 percent, an 
average inflation rate of 5 percent, and an estimated average tax rate of 30 
percent, we have determined that you will need investment assets of approxi­
mately $435,000 in today’s dollars to supplement your estimated retirement 
income. You currently have liquid and investment assets of $100,000. To fund 
the deficit, you need to add approximately $36,850 a year to your retirement 
investment fund. Differences will probably exist, however, between that re­
tirement fund projection and actual results because your income and expenses, 
the inflation rate, investment yields, tax rates, and other factors may change 
and these changes may be material.
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INTRODUCTION
Estate planning concerns the transfer of assets both during life and after 
death. In general, the primary emphasis in estate planning is on (1) mini­
mizing the costs associated with those transfers, (2) determining the optimal 
disposition and subsequent management of the transferred assets, and (3) 
ensuring that the estate has sufficient sources of liquid assets to satisfy 
its obligations.
Lifetime transfers provide for ongoing planning opportunities. Transfers at 
death may or may not be planned. Whether preplanned or not, such transfers 
will occur as dictated by instruments such as wills and trusts put in place 
before death, the form of property ownership, or the state laws of intestacy. 
Obviously, the key to estate planning is to arrange asset titles, contracts, 
and documents in advance so that the property they control will pass as 
desired.
As with all other areas of financial planning, the first step in estate and 
gift planning is to assist clients in identifying their objectives, such as 
who is to receive what and how they will receive it. (See exhibit 3-9A.) 
Once those objectives have been defined, the planner is ready to begin ana­
lyzing the client’s present situation and to make recommendations consistent 
with the client’s financial and nonfinancial goals.
Reviewing Wills
In many cases, a client will already have an estate plan in the form of wills 
or trusts, or both, in place. It is the CPA’s responsibility to review those 
documents and explain to the client how the assets will flow at death under 
the existing plan.
In reviewing an existing will, a CPA should be looking for any evidence of 
altered circumstances or changes in property distribution plans since the will 
was written. For example, if the present will makes elaborate provisions for 
trusts for minor children and all the children are now adults, the CPA might 
recommend that the will be revised to eliminate such provisions. Also, the 
present will helps the CPA determine the estate tax that would result if death 
occurred before the planning work was completed and implemented.
Even in those situations in which estate planning was recently completed and 
the will needs no revision, the client often has no more than a vague under­
standing of the testamentary plan embodied in the will. The CPA can provide a 
valuable service simply by summarizing for the client in layman’s terms the 
will’s provisions, to help the client better understand and feel more comfor­
table about the plan. Distribution flowcharts (as shown in exhibit 3-9I) are 
useful tools for presenting the information to a client.
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Some clients, particularly younger ones, will not have wills. In addition to 
encouraging such clients to have their wills drawn by an estate attorney, the 
CPA could discuss some key decisions that they will have to make, such as 
naming custodial guardians for minor children, possibly naming a separate 
property guardian for the children’s assets, or naming one or more executors.
The data-gathering form (exhibit 3-9A) provides other client information that 
could affect a new or existing will. Estate planning strategies discussed 
later in this module may also affect how a new will is drawn or may require an 
existing will to be modified.
Liquidity Analysis
One objective of estate planning is to ensure that the estate will have suf­
ficient sources of liquid assets to satisfy its obligations. A lack of atten­
tion to that analysis may result in an estate that will have difficulty paying 
final expenses, estate legal and administrative fees, remaining debts, tax 
liabilities, or other expenses. Consequently, a decedent’s heirs could be 
forced to sell estate assets at below market prices to generate the cash 
needed to satisfy estate obligations. To illustrate: The value of an illi­
quid asset, such as stock in a closely held corporation, can greatly increase 
estate taxes. If an estate is forced to liquidate the asset to meet estate 
obligations, the cash proceeds received on disposition may be significantly 
less than the fair market value of the asset.*
A CPA can make periodic reviews of an estate’s estimated cash requirements to 
determine whether the estate is likely to face liquidity problems. The esti­
mated needs are compared with estimated resources available to meet those 
needs to determine whether the estate will be sufficiently liquid. (See the 
estate liquidity analysis workpaper, exhibit 3-9F.) A CPA can consider 
whether an estate will qualify for the fourteen-year installment payment of 
federal estate tax, because that will affect the estate’s liquidity. To 
qualify, 35 percent of the adjusted gross estate has to consist of a closely 
held business interest.
If analysis indicates that a client’s estate would not have sufficient re­
sources to satisfy its expenses, additional sources of liquid assets may be 
found by repositioning some of the client’s existing assets or purchasing 
additional life insurance. Establishing an irrevocable life insurance trust 
may be considered. A properly structured insurance trust with an independent 
trustee may be excludable from the gross estate but still be available to pay 
estate liabilities. It should be noted, however, that existing cash value 
policies transferred to a life insurance trust would be subject to the gift 
tax rules.
*The preceding materials are based on The Arthur Young Guide to Personal 
Financial and Tax Planning, vol. II. New York: Arthur Young & Company, 1985. 
Used with permission.
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Property Ownership Considerations
Clients sometimes implement their estate plans outside of their wills. The 
distribution of a client's jointly owned property, for example, will be deter­
mined by operation of law. That form of property ownership affects the 
client's control over the property as well as how the property is transferred 
and taxed at death. Ascertaining the precise details of property ownership by 
examining the titles to clients' assets is therefore a key step in estate 
planning. That step enables the CPA to determine the actual assets passing to 
the estate and recommend changes to meet estate planning objectives. The 
following are brief descriptions and planning considerations for common forms 
of property ownership.
Sole Tenancy. Solely owned property is subject to seizure to satisfy liens or 
suits against the owner. At the sole tenant's death, the property is trans­
ferred under the terms of the will or, if none, under the governing laws of 
intestacy.
Tenancy in Common. Tenancy in common is a form of concurrent ownership in 
which each owner holds an undivided interest in the property and each may sell 
or dispose of such interest in any manner he chooses during life or at death. 
Property owned by tenants in common does not automatically transfer to sur­
viving co-tenants on the death of a co-tenant. Tenants in common may have 
disproportionate interests in the property.
Joint Tenancy With Right of Survivorship. Though the undivided interests of 
tenants in common may or may not be equal, joint tenants always have the same 
undivided interest in the jointly owned property. Each property holder under 
joint tenancy has an equal interest in the property, the right to use or dis­
pose of it, and the right to receive an equal share of its income. At death, 
a deceased joint tenant's interest passes to the surviving joint tenant. A 
decedent, therefore, cannot dispose of his or her interest in the joint 
tenancy by will. The entire value of the property is included in the estate 
of the first to die, unless the other joint tenant is a spouse or is able to 
prove contribution to the property. One-half of the value of the property 
jointly owned with a spouse is included in the gross estate of the first 
spouse to die. Furthermore, creditors of the deceased joint tenant cannot 
claim the property. To do so, the creditors must sever the joint tenancy 
during the debtor's lifetime.
Property interests should not be held in a joint tenancy per se, but as joint 
tenancy with right of survivorship. To hold it otherwise may raise the issue 
of whether a right of survivorship exists. Case law in some states holds the 
following: If property is held jointly by persons not married, survivorship 
rights do not exist, unless otherwise provided in the deed.
Tenancy by the Entirety. A continuing requirement for a tenancy by the 
entirety is an on-going, existing marriage. At the death of either the hus­
band or wife, the survivor becomes the owner of the entire property interest. 
That right of survivorship can only be destroyed with the consent of both hus­
band and wife. In most states, this type of ownership has been abolished.
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The estate tax consequences are similar to those of jointly held property with 
the right of survivorship. Local law needs to be examined, however, to ascer­
tain what portion of the property, if any, is subject to creditors*  claims.
Other Joint Interests. Two other forms of joint ownership that are similar to 
but not identical to joint tenancy with right of survivorship are joint bank 
accounts and jointly owned government savings bonds. Either of the designated 
persons can withdraw all funds or cash the bonds during his lifetime. At the 
death of one, the survivor will become the sole owner. In some instances, 
inadvertent gifts may occur if a noncontributing co-owner withdraws the funds 
or cashes the bond.
Community Property. Community property is a form of co-ownership of property 
acquired by married couples that is mandated by statute in eight states: 
Arizona, California, Idaho, Louisiana, Nevada, New Mexico, Texas, and 
Washington. Wisconsin has community property provisions for tax purposes. 
Property acquired by a husband or a wife is considered to be community prop­
erty unless acquired before marriage, before a couple is domiciled in a com­
munity property state, or by gift, devise, or descent. However, in some 
community property states, a quasi-community category exists for property 
acquired in separate property states that would normally be community prop­
erty. Both partners have vested, equal, and undivided interests in the com­
munity property. On the death of either spouse, the survivor is entitled to 
one-half of the community property, despite any contrary provisions in a will. 
Local laws governing community property vary widely from state to state. They 
should be consulted to determine the extent to which, if any, such property is 
includable in probate, and which partner retains managerial control over the 
property. Assets purchased with commingled funds, whether separate or com­
munity, are deemed to be community property. A prime consideration in estate 
planning is to maintain accurate records of both separate and community prop­
erty assets.
Probate
Probate is the legal process of assembling a decedent’s assets, paying a dece­
dent’s debts, and transferring title to a decedent’s property to survivors. 
It gives beneficiaries the protection of court supervision. The probate pro­
cess ensures that the personal representative will properly transfer the prop­
erty to those who should receive it by terms of the decedent’s will or by the 
laws of descent and distribution.
Probate is not required for some property. Title to jointly held property 
with right of survivorship and to property held in trusts passes under opera­
tion of law. Life insurance proceeds and pension benefits usually pass to 
survivors through beneficiary designations. The primary, nontax consideration 
for creating concurrent property interests with a right of survivorship is the 
avoidance of probate. The disadvantages of the probate process may include 
(1) delays in the distribution of a decedent's property, (2) the availability 
to public examination of assets in the decedent’s estate, (3) increased legal 
and administrative fees, and (4) the psychological effect on the surviving 
members of the decedent's family.
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Though avoiding probate may have its advantages, it should not control the 
estate planning process. Transfers of property to joint ownership with a 
right of survivorship or tenancy by the entirety are difficult, however, to 
reverse. Other problems with joint ownership may include the following: a 
limitation in the ability to make lifetime gifts; the overutilization of the 
marital deduction, causing underutilization of the unified credit; the 
possible inability to disclaim; the inability to place property in trust; and 
loss of full basis step-up for survivors.
Another way to avoid probate is by using trusts. They avoid some of the 
disadvantages associated with joint ownership of property. The use of a trust 
can be difficult, however, because not all property can be placed in trust or 
proper trustees may not be available. Trusts can also involve substantial 
legal, accounting, and administrative expenses. A properly drawn will pro­
vides flexibility in the event of various contingencies, avoids trust and 
administrative fees during the lifetime of the testator, and provides for the 
disposition of jointly held property in the event the joint owners die 
simultaneously or soon after one another. Of course, the gross estate for 
federal estate tax purposes includes all of the decedent’s assets, regardless 
of whether they are subject to probate.
CPAs sometimes recommend that certain clients set up revocable living trusts 
to avoid probate. The trustee may be the client and a co-trustee or an inde­
pendent trustee. The client transfers his assets to the trust and, at his 
death, the trustee administers and distributes the trust assets according to 
the provisions of the trust. If the client is married, the trust may provide 
that a credit shelter trust be created on the death of the first spouse to 
maximize use of the unified credit of both spouses. A revocable living trust 
also provides a vehicle for management of the client’s assets if the client 
becomes incompetent.
Because the trust is revocable, the client retains the right to amend or 
revoke it, therefore preserving flexibility in disposing of his estate.
Before deciding to set up a revocable living trust, clients need to consider 
potential problems. Those incident to creating and maintaining the trust 
during the client's life include (1) the expense of creating and administering 
the trust; (2) the transfer of legal title of the designated assets to the 
trustee; (3) the difficulty of transferring certain assets, such as part­
nership interests, restricted stock, and bearer securities; (4) the necessity 
of supplementing the estate plan with a pour over will; and (5) retaining the 
identity of community property.
Additional problems that may occur after the death of the grantor include (1) 
obtaining tax consents or releases on trust assets, (2) losing the estate 
as a taxpayer, (3) the treatment of trust expenses for state inheritance tax 
purposes, (4) the treatment of out-of-state realty under local law, and (5) 
the potential liability of the trustee for distributions immediately after 
death.
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The Federal Estate Tax
The starting point for computing the federal estate tax is the determination 
of the gross estate. Property is generally included in the gross estate at 
its fair market value at either the date of death or, if the alternate 
valuation date is elected, six months after the date of death, unless it is 
disposed of before that time. An exception to the fair-market-value rule is 
made for certain real property used for a family farm or family-owned busi­
ness. Such real property may qualify for the special use valuation of IRC 
section 2032A, which permits qualifying property to be valued based on its 
actual use rather than on its highest or best use.
The gross estate is composed of —
o All property owned at death.
o Certain gifts made within three years of death.
o Property transferred by the decedent if the decedent retained certain 
rights or interests.
o Property transferred by the decedent if the transfer is not fully 
effective until death.
o Property transferred by the decedent if the decedent retained the 
power to alter, amend, revoke, or terminate the transfer.
o The value of annuities receivable by beneficiaries.
o The value of jointly owned property unless the surviving co-owner can 
prove contributions or the property is jointly owned by a husband and 
wife, in which case the inclusion in the gross estate is limited to 
50 percent regardless of actual contributions.
o Property over which the decedent had a general power of appointment.
o Proceeds of life insurance policies if the decedent possessed any 
incidents of ownership or if the proceeds are payable to the estate.
o Marital deduction property in which the decedent had a qualified 
income interest.
IRC sections 2031 to 2056 govern the determination and valuation of the 
gross estate.
As seen above, the gross estate can include property not included on the 
client's statement of financial condition. A retained interest in gifted 
property or property transferred to a trust can cause the property to be 
subject to estate tax. Consequently, the CPA should question the client about 
property gifted or otherwise transferred. (See exhibit 3-9A for illustrative 
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information to obtain from the client.) In addition, the CPA can review trust 
agreements of trusts established by the client, checking for any indication of 
retained interests or powers.
After the gross estate is determined, federal estate taxes payable are 
computed (as shown in exhibit 3-9H). For decedents dying after 1986, 
IRC sec. 4981A provides for an additional 15 percent estate tax on excess 
retirement accumulations from qualified retirement plans.
The Unified Credit. The unified credit offsets gift taxes and estate taxes so 
that no tax payment is required until the cumulative amount of those taxes 
exceeds the credit. The unified credit offsets the tax on $600,000 worth of 
property for decedents dying after 1986. It does not offset the 15 percent 
additional tax on excess retirement accumulations.
A donor can make lifetime gifts of up to $600,000 without having to pay gift 
tax. As seen in exhibit 3-9H, adjusted taxable gifts, line 13, are included 
in the estate tax base. Adjusted taxable gifts include all gifts made after 
1976 other than those qualifying for the annual $10,000 exclusion or the 
exclusion for certain payments of medical and education expenses. Gift taxes 
paid on gifts made after 1976 are deducted from the tentative estate tax (see 
exhibit 3-9H, lines 15 and 16).
The federal estate tax rate, after utilizing the unified credit, begins at 37 
percent. It increases to a maximum of 55 percent for taxable estates greater 
than $3 million. For decedents dying after 1987, the benefits of the unified 
credit and graduated rates are phased out beginning when the taxable estate 
exceeds $10 million. The drop in the maximum rate to 50 percent for taxable 
estates greater than $2.5 million, scheduled to occur in 1988, is postponed 
until 1993.
Marital Deduction. Many estates will not be subject to federal estate tax 
because the unified credit eliminates tax altogether on taxable estates of 
less than $600,000. Further, many estates valued over $600,000 can avoid tax 
by using the unlimited marital deduction for property passing to a surviving 
spouse. Married couples can avoid federal estate tax on the first $1,200,000 
of their combined estates if the estate of the first to die is at least 
$600,000 and the estates of both spouses can use the maximum unified credit. 
If one spouse owns most of the assets, that spouse may consider gifting assets 
to the other spouse so that both spouses will be able to use their full unified 
credits. Before gifting the property, however, many factors other than the 
federal estate tax should be considered, including the effect of the gift on 
state gift and death taxes. (State taxes are discussed later.)
The $600,000 sheltered by the credit can be either distributed to benefi­
ciaries other than a spouse or put in a bypass trust, with the surviving 
spouse as the income beneficiary. Any property in excess of that $600,000 can
(Text continued on page 3-9.07)
7/88
3-9.06.1

pass free of estate tax to the surviving spouse by using the marital deduc­
tion. Marital deduction property can also be left in trust, if the client so 
desires. The client’s will may specify that property be put into a trust with 
the client’s spouse as the income beneficiary for life and another designated 
beneficiary to receive the remainder interest. If the client’s executor makes 
a qualified terminal interest property (QTIP) election for such a trust, it 
will qualify for the marital deduction in the decedent’s estate and be subject 
to tax in the spouse’s estate.
On the death of the second spouse, $600,000 worth of property will pass free 
of estate tax because of the unified credit. Property in a by-pass trust, if 
one was set up, will pass free of estate tax to the remainder beneficiaries, 
and tax will be due only on any additional property, including property in a 
QTIP trust.
Generation-Skipping Tax
Generation-skipping transfers are property transfers, direct or in trust, to 
individuals two -or more generations below the transferor, on which no gift or 
estate tax is paid by the skipped generation. To illustrate: A parent trans­
fers property to a trust in which his child has an income interest for life 
and his grandchild has the remainder interest. The transfer of the remainder 
interest is a generation-skipping transfer because it is transferred to the 
grandchild without being included in the child’s (the skipped generation’s) 
estate. A transfer directly to a grandchild would also be a generation­
skipping transfer.
Generation-skipping transfers are generally subject to a special tax, computed 
at the maximum gift and estate tax rate. Because of certain exclusions and 
exemptions, however, not all generation-skipping transfers are subject to the 
tax. Transfers are excluded if they (1) are subject to gift or estate taxes 
at the skipped generation level, (2) qualify for the annual $10,000 gift tax 
exclusion, or (3) qualify for the gift tax exclusion for medical and education 
expenses. Each individual is entitled to an exemption from the tax for $1 
million of generation-skipping transfers. For a limited time, a grandparent 
can transfer $2 million to each grandchild, either directly or in trust for 
the grandchild, free of the generation-skipping tax. If made one-half by 
each, married couples can transfer $4 million to each grandchild. Transfers 
made before 1990 qualify for that limited-time exemption.
Generation-skipping transfers not subject to those exclusions are taxed at 55 
percent in 1987 and 50 percent if made after 1987. The tax is effective 
generally for inter vivos transfers made after September 25, 1985, with some 
exceptions. It is generally effective for decedents dying after 1986.
The generation-skipping tax of prior law has been repealed. Refund claims can 
be filed to recover taxes paid under the prior law. The statute of limita­
tions is waived for refund claims filed by October 22, 1987.
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Federal Estate Tax Planning Strategies
CPAs need to be familiar with estate planning possibilities even though many 
estates will not be subject to federal estate tax, particularly if the estate 
uses the unlimited marital deduction. Both the husband’s and wife’s estate 
plans can be reviewed to determine that together they maximize the use of both 
spouses’ unified credits and the marital deduction to minimize the couple’s 
overall estate tax. As discussed later, state death taxes may also be an 
important consideration.
Gifting. Lifetime transfers by gift, in addition to accomplishing a variety of 
nonfinancial purposes, serve to reduce the size of the estate and also may 
reduce the ultimate tax liability at death. Additionally, gifts may reduce 
the overall income tax burden of the family unit.
Strategic gifting programs can reduce overall gift and estate taxes even 
though the two taxes are unified. Because gifts of present interests 
qualifying for the $10,000 ($20,000 with spousal consent) annual gift tax 
exclusion are not treated as adjusted taxable gifts subject to the estate tax, 
they can be powerful tools for trimming an estate. As clients age, their 
families tend to expand. Children marry, grandchildren are born. Grand­
children marry and have children. Seventy-five or eighty-year-old clients 
with two children may have extended families of fifteen or twenty members. 
Annual gifts of $20,000 to fifteen people can quickly add up to federal estate 
tax savings of hundreds of thousands of dollars. Clients should not overgift, 
however. They may live considerably longer than they anticipate.
A transfer to a trust that does not distribute income currently would 
generally not be considered a gift of a present interest for purposes of the 
annual gift tax exclusion. If the trust includes a Crummey invasion power, 
however, the transfer may qualify for the exclusion. A Crummey invasion 
power, as explained in Module VII, is a trust provision that usually permits a 
beneficiary to withdraw assets from the trust in an amount equal to the lesser 
of the annual addition to the trust or the annual gift tax exclusion. 
Beneficiaries or their guardians need to be informed of their right to 
withdraw and must have a reasonable time in which to do it, such as the 
greater of sixty days or until year-end.
Another gifting strategy is to gift appreciating property. Using a portion of 
the lifetime credit might be worthwhile to eliminate future appreciation from 
a gross estate. Gifting to a spouse to equalize the two estates may also be 
desirable so that each spouse can use the maximum unified credit. Because of 
the unlimited marital deduction, gifts to a spouse will not create any gift 
tax liability.
Disclaimers. Disclaimers can be used to prevent unnecessary inflation of 
already large estates. Disclaimers are written refusals to accept title to 
inherited property. All benefits of the property have to be disclaimed. The 
disclaimant cannot control who is the alternate successor to the property. 
Wills can, however, list alternate beneficiaries. If they do, the successor 
to a disclaimed inheritance can be determined in advance. If grandparents 
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list grandchildren as the alternate beneficiaries, it is possible for parents 
to disclaim and the property to pass to their children. However, see the 
discussion above concerning the generation-skipping transfer tax.
Life Insurance. If insureds have no incidents of ownership, their life 
insurance proceeds, if not payable to the estate, are generally excludable 
from the gross estate. Incidents of ownership include the right to (1) name 
or change beneficiaries, (2) borrow against the policy, (3) determine the 
dividend option, or (4) surrender the policy. To prevent insurance proceeds 
from being included in their estates, clients may want to assign ownership of 
their policies to someone else. Assignments should be carefully considered, 
however, because the insured permanently gives up ownership of the policy. In 
addition, the cash value of assigned life insurance is subject to gift tax 
rules.
Charitable Gifts and Trusts. Charitable gifts and trusts established during 
life are twice blessed: They are income tax deductions and they reduce the 
gross estate. Clients planning charitable bequests may want to consider 
making the gifts during their lifetime. They can also consider charitable 
remainder trusts, if they need income from the asset during their lifetime. 
The income tax deduction for such a trust is equal to the value of the chari­
ty’s remainder interest. A testamentary charitable remainder trust can pro­
vide income to a surviving spouse while providing the decedent’s estate a 
deduction equal to the value of the remainder interest. To qualify for those 
favorable tax benefits, charitable remainder trusts should be structured to 
satisfy Internal Revenue Code requirements for (1) a charitable unitrust, (2) 
a pooled income fund, or (3) an annuity trust. Estate tax planning is also 
possible with inter vivos and testamentary charitable-lead trusts—that is, 
trusts that have a charity as the income beneficiary and a noncharity benefi­
ciary as the remainderman.
Private Annuities. Private annuities have drawbacks, but they are suitable 
for some transactions, especially among family members. They permit an older 
client to transfer assets in exchange for a life annuity. Such a transaction 
removes the asset from the client’s gross estate while providing the client 
with an income stream for life. This strategy is beneficial to a client 
holding illiquid assets and needing additional income. The annuity payments 
are taxed as installment sales payments, each including a return of basis, 
capital gain, and ordinary income. The transferor, however, has the risk that 
the transferee might default. The transferee has the risk that the trans­
feror’s life will exceed his or her life expectancy determined at the date of 
the transfer.
Planning for the Small Business Owner
Sole proprietors, partners, and shareholders of closely held corporations can 
have special estate tax problems. The business interest may be an estate’s 
primary asset. It may be illiquid or indivisible or the family may be reluc­
tant to sell it. Different techniques are available to sell all or part of 
the interest. Partners or shareholders sometimes have buy-sell agreements 
with each other. To provide the required funding, they often take out life 
insurance on each other. A sole proprietorship, partnership interest, or 
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corporate stock may also be exchanged for a private annuity for the life of 
the owner or of the joint lives of the owner and spouse. The annuity provides 
income when it is needed and a life annuity removes the asset from the estate. 
If the original annuity was on the joint lives of the owner and spouse, the 
value of the spouse’s annuity would be includable in the owner’s gross estate.
Closely held corporate interests can be redeemed according to a stock redemp­
tion agreement. To avoid being considered a dividend, however, the redemption 
should result in a complete termination of the decedent’s interest.
Other planning possibilities freeze the value of the business interest. One 
method is an installment sale of the interest to business associates or to 
children involved in the business. Alternatively, the value of corporate 
stock can be frozen in a preferred stock recapitalization. Both strategies 
remove future growth from the estate and transfer it to children or others 
involved in the business. A disadvantage for the corporation is the nondeduc­
tibility of preferred stock dividends. A recapitalization has an advantage 
for an estate, however, because the preferred stock may qualify for a 
dividend-free redemption under IRC section 303, to the extent of the estate 
taxes and the funeral and administrative expenses.
State Death Taxes
Every state imposes either an estate tax or an inheritance tax on property 
transferred at death. Estate taxes are levied on the amount of the entire 
taxable estate. Inheritance taxes are taxes on the right to inherit property. 
Inheritance tax rates usually vary depending on the relationship of the bene­
ficiary to the decedent, with lower rates imposed on property inherited by 
certain relatives.
In some states, death taxes do not increase an estate’s overall tax burden. 
Those states levy pick-up taxes that are computed to equal the state death tax 
credit allowed on the federal estate tax return.
Death taxes vary considerably among states and may be an important considera­
tion in estate planning. Even estates that escape federal taxation may be 
subject to considerable state taxes. State death taxes are generally levied 
by the state in which the decedent is legally domiciled. In addition, tangi­
ble assets, such as real estate and automobiles, may be taxed by the state in 
which they are located.
If a state imposes only a pick-up tax, special planning is not required for 
state taxes. Individuals with considerable estates who live in states impos­
ing high death taxes may want to consider those taxes in their choice of legal 
residence.
Additional Estate Planning Services
Estate planning goes beyond strategies to minimize estate taxes. CPAs should 
be sensitive to other planning assistance that clients need, such as advising 
clients on effective strategies for meeting the financial needs of surviving 
dependents. CPAs can also help clients familiarize their spouses with estate 
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plans and family finances. (Exhibits 3-9C and 3-9D are designed to assist 
clients in those areas.) CPAs can aid their clients in leaving an orderly 
estate by helping them plan an estate planning file and a letter of instruc­
tions for their spouse or executor. (See exhibit 3-9E.) The letter of in­
structions provides information about personal finances not contained in a 
will.
The CPA may also want to discuss whether the client has considered a "living 
will," a written statement for doctors, family members, and others that the 
client does not want to be kept alive by artificial means in the event of a 
severe, irreversible disability.
Workpapers
Exhibit 3-9A assumes the CPA has other information about the client such as a 
financial statement analysis (see exhibit 3-2A or 3-2B) and risk management 
information (see exhibit 3-5C). If both spouses are the CPA’s clients, they 
should each fill out data-gathering forms. Estate liquidity needs can be 
measured with a worksheet (such as exhibit 3-9F.) A checklist (such as exhi­
bit 3-9G) helps a CPA identify possible planning strategies that may apply to 
a client’s situation. The effect of tentative recommendations can be eval­
uated by computing the projected estate tax under both the current and 
hypothetical situations and by comparing the results. Software or a worksheet 
(such as exhibit 3-9H) can be used for such a comparison. The projection of 
estate tax is prospective financial information, which is discussed in section 
IX of unit 1.
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ESTATE PLANNING
DATA-GATHERING QUESTIONNAIRES

Exhibit 3-9A
(1 of 4)
Estate Planning Questionnaire
Name Date
1. Outline your plans for distributing your estate (attach additional 
sheets, as required):
Beneficiary (relationship) Description of Property
2. If your family does not survive you, who should inherit your estate?
3. How important is the minimization of estate taxes to you? ________________
4. Who will be your executor or co-executors? _______________ _________________
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5. The following questions relate to your spouse, if any:
a. Do you want your spouse to manage your estate? ________________________
b. If the answer to (a) is yes, have you considered whether your spouse
will manage the family’s income prudently, make responsible 
investment decisions, and treat all beneficiaries fairly? ___Yes
___ No Comments:_____________________________________________________ _
c. Is your spouse likely to return to work if you die prematurely (that
is, if your spouse is not presently employed)? ________________________
d. In your estate plans, have you considered the possibility of your
spouse’s remarriage? ________________________________________________ ___
e. Does your spouse have any separately held property from before your
marriage, from gifts or inheritances? ___________ Describe ___________
f. Describe any gifts or inheritances that your spouse expects to
receive. _________________________________________________________________
6. The following questions relate to your children, if any:
a. Have you and your spouse decided on a guardian for your minor 
children in the event of you and your spouse’s premature death?
____ Yes ____ No Guardian’s name _______________________________________
b. How will the estate assets for the benefit of your minor children be
managed? _________________________________________________________________
c. Do any of your children have special living, educational, or medical
needs? ____ Describe ___________________________________________________
d. Are your children financially responsible? ____________________________
e. At what age do you expect your children to be able to manage an
inheritance? ___________________________________________________________
7. Have you and your spouse lived in any of the following states during your
marriage: Arizona, California, Idaho, Louisiana, Nevada, New Mexico, 
Texas, Washington, or Wisconsin? Give dates. ___________________________
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8. Do you have property in other states or foreign countries? ______________
9. Describe any separately held property that you accumulated before your 
marriage or that you received as gifts or inheritances. ______________
10. Describe any gifts or inheritances that you expect to receive. ___________
11. Do you contribute to or expect to contribute to the support of anyone
other than your immediate family, such as your parents or your spouse’s 
parents? ____________________________________________________________________
12. Do you or your spouse intend to use the annual gift tax exclusion to make 
gifts to your children or others? _ Explain __________________________
13. Do you or your spouse plan a lifetime gift-giving program to heirs or
others? _____ Explain ______________________________________________________
14. Have you or your spouse made any taxable gifts?______  Please attach
copies of the last gift tax returns that you and your spouse filed, if 
any.
15. Do you or your spouse plan to make substantial charitable gifts during
your lifetime or in your will? _____ Describe ___________________________
16. Have you or your spouse created any trusts that still exist? _____________
If yes, please attach a copy of the trust agreement and amendments.
17. Have you or your spouse made any gifts and—
o Reserved the right to part of the income or to the use or
possession of the property? _____ Yes _____ No
o Reserved the right to revoke, alter, or amend the gift? ___ Yes
______ No
o The donee’s right to the property depends on the donee’s surviving
you or your spouse? ___ Yes ___ No
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18.
19.
20.
21.
Describe any powers of appointment that you or your spouse possess. ______
Describe any powers of appointment that you or your spouse have released.
If you own any closely held business interests, describe—
o How you plan to dispose of them during your lifetime.
o How you plan to dispose of them in your will. ______________________
Describe any other information that you believe may affect your estate 
plan.
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Exhibit 3-9B
Estate Planning Questionnaire Update
Name ________________________________________________  Date __________________
Please indicate whether changes have occurred in the following areas since our 
review of your estate plan in ____________________________
(date of last update)
No Describe
Change ___ Change___________
1. Your marital status or that of other
family members ______  ______________________
2. Birth or adoption of children or
grandchildren ______  ______________________
3. Serious illness or disability of any
family member, including yourself ______  _____________________
4. Support requirements of parents, in-laws,
or others ______  ______________________
5. Unusual financial problems of any
family members ______  ______________________
6. Gifts to family members ______  _____________________
7. Loans to family members forgiven ______  _____________________
8. Changes in amounts of life insurance or
beneficiaries ______  ______________________
9. Change in business interests ______  _____________________
10. Other changes in the value of your estate ______  _____________________
11. Are you considering changing any of the
following in your will?
Executor ______  ______________________
Guardian ______  ______________________
Specific bequests ______  ______________________
Charitable bequests ______  ______________________
Trust arrangements ______  ______________________
Other
3-9.19
Exhibit 3-9C
(1 of 2)
Name
I.
II.
Location of Important Documents
________________________________________ Date_____________
Personal Papers
Current wills __________________________________________ ___ _____________
Estate planning file ______________________________________________ _____
Birth certificates ________________________________________________ _
Marriage certificates _______________________________________________ ___
Divorce papers _ _________________________________________________________
Passports ____________________________________________________________ ___
Insurance policies _ ________________________________________________ _
Tax returns ___________________________________________________ _
Funeral directions _ _______________________________________________ _
Deed for cemetery plot ________________________________________ _
Other personal papers ___________________________________ _ ______________
Cash and Investment Accounts
Checkbooks and cancelled checks ______________________________
Passbooks ___________________________________________________________ _
Money-market-fund statements _______________________________ _
Certificates of deposit____________________________________________ _
Securities __ ________________________________________________________ _
Custodial account statements ___________________________________________
Other
3-9.20
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III. Real Estate 
Description Physical Location Location of Title
IV. Other
Safe deposit box ___________________________________________________________  
Keys for safe deposit box __________________________________________________ 
Trust agreements____________________________________________________________  
Business agreements ________________________________________________________  
Leases ______________________________________________________________________  
Other _ ______________________________________________________________________
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Exhibit 3-9D
(1 of 2)
Name
Information About Family Finances and Estate Planning
(A Checklist for Your Spouse)
1.
2.
3.
Date
General knowledge of family’s worth and possessions
Yes___ No___
a. Are you familiar with the details of the 
mortgage (if any)?
b. Do you know the location of important papers
(deeds, social security information, marriage 
and divorce papers)? Yes___ No___
c. Do you know the composition of your yearly 
inflow of money? Yes___ No___
d. Are you familiar with any trust funds that 
have been set up for you or the family? Yes___ No___
e. Do you know the name of your attorney? Your CPA? Yes___ No___
f. Do you have a list and location of all 
tangible property, including jewelry, autos, 
savings bonds, and so forth? Yes___ No___
Investments
a. Do you know what securities and mutual funds 
you and your spouse own? Yes___ No___
b. Do you know the location of the securities 
and records? Yes___ No___
c. Do you know the purchase price and present 
value of the securities you hold? Yes___ No___
d. Do you know the name of your stockbroker and 
financial adviser, if any? Yes___ No___
Insurance coverage
a. Are you familiar with your family’s life, 
disability, health, and accident or income 
protection insurance? Yes___ No___
b. Do you know the extent and type of coverage 
of your fire, automobile, and public liability 
insurance? Yes___ No___
3-9.22
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3. Insurance coverage (contd.)
c. Do you know the location of these policies 
and receipts for premiums? Yes___ No
d. Do you know the names of your insurance 
advisers (Life and property)? Yes___ No
4. Banking arrangements
a. Do you know the location and contents of 
your safe deposit box? Yes___ No
b. Do you have access to it? Yes___ No
c. Do you know of all banks in which you have 
accounts or where this information ean be 
obtained? Yes___ No
d. Do you know the location of bank statements 
and passbooks? Yes___ No
5. Will and estate plan
a. Do you know the location of both your will and 
your spouse’s? Yes___ No
b. Do you know if your wills are up-to-date and 
the estate plan contemplated by them? Yes___ No
c. Are you aware of the function you have in the 
administration of your spouse’s estate (if any), 
and do you understand it? Yes___ No.
d. Are you aware of the effect of your spouse’s 
death on your present standard of living? Yes___ No
e. Do you know what the projected costs will
be for administration and taxes on the estates 
of both you and your spouse? Yes___ No
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Exhibit 3-9E
(1 of 2)
Checklist for Letter of Instructions
for Spouse or Executor
Name ___________________________________________________ Date ______________
Review the following items to determine whether it would be helpful to include 
them in a letter of instructions to your spouse or your executor.
Not
Include Necessary 
1. Name and address of—
Accountant _______ __________
Lawyer _______ __________
Insurance agents _______ __________
Stockbroker _______ __________
Investment adviser _______ _________
2. Funeral arrangements
Funeral directions
Who should preside 
Preferred charity for contributions in 
lieu of flowers
Location of cemetery plot or preference 
for cremation
3. Instructions about giving military discharge 
papers to funeral director to file a claim 
with the Veterans Administration
4. Location of will
5. Executor of estate
6. Location and contents of estate planning file 
List of bank accounts
Safe deposit box location, contents, 
location of key
List of insurance policies
List of jointly held property passing 
directly to spouse
List of outstanding debts including mortgage 
Military discharge papers
Other items included on this checklist
7. Instructions to inform stockbroker of death and 
to cancel standing and special instructions
8. Instructions to contact insurance agent
3-9.24
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Include
Not 
Necessary
9. Instructions to notify clubs and obtain 
any personal possessions left there
10. Name of employer’s employee-benefits 
coordinator to find out about pension 
benefits, medical benefits, exercisable 
stock options
11. Location of prior years’ tax returns
12. Instructions to contact CPA about tax 
returns to be filed
13. Instructions to give checks for decedent 
to attorney and keep a list of all bills
14. Spouse should review own will
3-9.25

ESTATE PLANNING
WORKPAPERS

Exhibit 3-9F
Estate Liquidity Analysis
Objective: To determine whether an estate is likely to have liquidity 
problems.
Client ______________________________________________ Date ____________
Estimated Liquid Assets
Checking accounts
CDs and savings accounts
Money market funds
Life insurance proceeds
Proceeds of buy/sell agreements
Proceeds of sec. 303 redemption
Other _____________________________
Total
Estimated Estate Expenses (compute below or at exhibit 3-5E)
Final medical expenses
Funeral expenses
Estate legal and administrative fees
Debts: loans, credit accounts, bills
Net federal and state income taxes payable
Federal estate tax
State death tax
Other _____________________________
Total
Excess (Deficit) of Liquid Assets
7/88
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Exhibit 3-9G 
(1 of 3) 
Estate Tax Planning Checklist
Objective: To identify planning opportunities that may be useful in struc­
turing a client's estate.
Client __________________________________________ Date _______________
Planning 
Opportunity 
Yes or No (Yes or No) Comment
1. Will the estate be subject to:
Federal estate tax?
The additional 15 percent 
federal estate tax on excess 
retirement accumulations?
State death taxes?
2. Will the estate be sufficiently 
liquid to meet expenses, 
including taxes?
3. Should the annual gift-tax 
exclusion be used?
4. Should gifts be made so that 
both spouses will be able to 
use the unified credit?
5. Do the client's and spouse’s 
plans maximize the use of the 
unified credit?
6. Should a bypass trust be 
considered?
7. Is the marital deduction being 
used to minimize the overall 
estate taxes of the client 
and spouse?
8. Should a qualified terminal­
interest trust be 
considered?
7/88
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Planning 
Opportunity 
Yes or No (Yes or No)
9. Have the ownership and assign­
ment of life insurance been 
arranged to minimize estate 
taxes?
Comment
10. Should a life insurance trust 
be set up?
Should it include a Crummey 
provision?
11. Have lifetime and testamentary
charitable gifts been considered? _________
12. Should generation-skipping 
transfers be used?
Should the special exemption 
for transfers from grandparents 
to grandchildren be used before 
1990?
13. Should disclaimers be considered
for any expected inheritances? _________
14. Should inter vivos trusts be
considered to shift income
and property? _________
15. Are any of the following freezing 
techniques applicable—
Installment sales? _________
Personal holding companies? _________
Private annuities? _________
Corporate recapitalizations? _________
16. Has an ESOP been considered to 
take advantage of the estate 
tax deduction for sales of stock 
to an ESOP?
7/88
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Yes or No
Planning 
Opportunity 
(Yes or No) Comment
17.
18.
19.
20.
21.
22.
Will the form of property owner­
ship minimize estate taxes?
Will anticipated income in re­
spect of a decedent be inherited 
by low-income beneficiaries?
Have plans been made to 
minimize state death taxes?
Can the estate be structured to 
qualify for:
o The special use valuation of 
a family farm or real estate 
used in a closely held 
business? (sec. 2032A)
o Installment payments of 
estate taxes (sec. 6166)?
Has the purchase of flower bonds 
been considered for the payment 
of estate taxes?
Has a living will been con­
sidered?
7/88
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Exhibit 3-9H 
(1 of 2) 
Computation of the Federal Estate Tax
Objective: To determine the effect of estate-planning recommendations on the
estimated federal estate tax.
Client Date
1. Gross estate
Current Revised
2. Funeral expenses -------- —
3. Administrative expenses — —
4. Debts —  
5. Taxes — —
6. Losses —-- —
7. Add line 2 to line 6  - — —
8. Adjusted gross estate 
(subtract line 7 from line 1)
9. Marital deduction —
10. Charitable deduction — —
11. Add line 9 and line 10 —-—  
12. Taxable estate
(subtract line 11 from line 8)
— —
13. Adjusted taxable gifts — —
14. Tentative tax base
(add line 12 and line 13)
— —
15. Tentative estate tax — —
16. Gift taxes on gifts made after 1976 — —
17. Tax before credits
(subtract line 16 from line 15)
— —
18. Unified credit — —
19. State death tax credit — —
20. Other
11/87
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Current Revised
21.
22.
23.
24.
25.
26.
Total credits
(add line 18 to line 20)
Net tax
(subtract line 21 from line 17)
Additional tax on excess retirement 
accumulations
Federal estate tax payable
(add line 22 and line 23)
Estate depletion
(add line 7 plus line 24)
Depletion percentage
(divide line 25 by line 1)
3-9.34
ESTATE PLANNING
ILLUSTRATIVE WORKPAPERS WITH CLIENT RECOMMENDATION

Exhibit 3-9I
(1 of 8)
Minimizing federal estate taxes is an important goal of estate planning. The 
following illustrations demonstrate a reduction in a couple’s combined pro­
jected estate tax by using the unified credit in the estate of the first to 
die rather than using the maximum marital deduction to pass the entire estate 
to the surviving spouse. Two illustrations are presented. The husband prede­
ceases his wife in illustration 1, and the wife predeceases her husband in 
illustration 2.
The current scenarios of the first to die (column 1 in the illustrations) show 
the entire first estate passing to the surviving spouse. The marital deduc­
tion is used. The revised scenarios in column 2 demonstrate the use of the 
unified credit, with the balance of the estate passed to the surviving spouse 
using the marital deduction. No federal estate tax liability arises in either 
scenario of the first to die.
Columns 3 and 4 in illustrations 1 and 2 show the effects of the current and 
revised scenarios on the estates of the second to die. Because a smaller 
estate is passed to the surviving spouse under the revised scenario, the 
federal estate tax liability on the surviving spouse’s estate is reduced, 
regardless of whether the husband or wife dies first. If the husband dies 
first, column 4 of illustration 1 shows that the use of the unified credit in 
the husband’s estate causes a reduction in federal estate tax of $256,016 
($477,085 - $221,069) on the wife’s estate. Column 4 in illustration 2 shows 
a reduction in federal estate tax of $56,780 ($489,282 - $432,502), in the 
husband’s estate if the husband survives his wife. The tax savings is less if 
the wife dies first because her estate was not large enough to use the entire 
unified credit.
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Illustration 1 
Husband Predeceases Wife
Objective: To determine the effect of estate-planning recommendations on the 
estimated federal estate tax
(divide line 25 by line 1)
Client Sample Client 1/2/19X1 Analysis of Husband’s Analysis of Wife’s
Estate Estate
Revised Revised
Current (Using Current (Using
(Using Maxi- Maximum (Using Maxi- Maximum
Computation of the mum Marital Unified mum Marital Unified
Federal Estate Tax Deduction) Credit) Deduction) Credit)
1. Gross estate 1,315,500 1,315,500 1,803,612 1,203,612
2. Funeral expenses 4,000 4,000 4,000 4,000
3. Administrative expenses 33,888 33,888 46,090 33,590
4. Debts 77,500 77,500
5. Taxes
6. Losses
7. Add line 2 to line 6 115,388 115,388 50,090 37,590
8. Adjusted gross estate 
(subtract line 7 from line 1) 1,200,112 1,200,112 1,753,522 1,166,022
9. Marital deduction 1,200,112 600,112
10. Charitable deduction
11. Add line 9 and line 10 1,200,112 600,112
12. Taxable estate 0 600,000 1,753,522 1,166,022
(subtract line 11 from line 8)
13. Adjusted taxable gifts
14. Tentative tax base 0 600,000 1,753,522 1,166,022
(add line 12 and line 13)
15. Tentative estate tax 0 192,800 669,885 413,869
16. Gift taxes on gifts made 
after 1976
17. Tax before credits 0 192,800 669,885 413,869
(subtract line 16 from line 15)
18. Unified credit 0 192,800 192,800 192,800
19. State death tax credit
20. Other
21. Total credits
(add line 18 to line 20) 0 192,800 192,800 192,800
22. Net tax
(subtract line 21 from line 17) 0 0 477,085 221,069
23. Additional tax on excess 
retirement accumulations
24. Federal estate tax payable 
(add line 22 and line 23)
0 0 477,085 221,069
25. Estate depletion 
(add line 7 plus line 24)
115,388 115,388 527,175 258,659
26. Depletion percentage 9% 9% 29% 21%
11/87
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Illustration 2 
Wife Predeceases Husband
Objective: To determine the effect of estate-planning recommendations on the 
estimated federal estate tax.
Client Sample Client 1/2/19X1
Computation of the 
Federal Estate Tax
Analysis of Wife’s 
______ Estate______
Revised 
Current (Using 
(Using Maxi- Maximum 
mum Marital Unified 
Deduction) Credit)
(divide line 25 by line 1)
1. Gross estate 603,500 603,500
2. Funeral expenses 4,000 4,000
3. Administrative expenses 16,088 16,088
4. Debts 67,500 67,500
5. Taxes
6. Losses
7. Add line 2 to line 6 87,588 87,588
8. Adjusted gross estate
(subtract line 7 from line 1) 515,912 515,912
9. Marital deduction 515,912 386,500
10. Charitable deduction
11. Add line 9 and line 10 515,912 386,500
12. Taxable estate 0 129,412
(subtract line 11 from line 8)
13. Adjusted taxable gifts
14. Tentative tax base 0 129,412
(add line 12 and line 13)
15. Tentative estate tax 0 32,624
16. Gift taxes on gifts made
after 1976
17. Tax before credits 0 32,624
(subtract line 16 from line 15)
18. Unified credit 0 32,624
19. State death tax credit
20. Other
21. Total credits 0 32,624
(add line 18 to line 20)
22. Net tax 0 0
(subtract line 21 from line 17)
23. Additional tax on excess
retirement accumulations
24. Federal estate tax payable 0 0
(add line 22 and line 23)
25. Estate depletion 87,588 87,588
(add line 7 plus line 24)
26. Percentage of depletion 15* 15%
Analysis of 
Husband’s Estate
Revised
Current (Using
(Using Maxi-• Maximum
mum Marital Unified
Deduction) Credit)
1,831,412 1, 702,000
4,000 4,000
46,785 43,550
50,785
1,780,627
47,550
1,654,450
1,780,627 1,654,450
1,780,627 1,654,450
682,082 625,302
682,082 625,302
192,800 192,800
192,800 192,800
489,282 432,502
489,282 432,502
540,067 480,052
29* 28*
11/87
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(4 of 8) 
Current Estate-Distribution Flowchart
(Husband Predeceases Wife)*
*The estate-distribution flowcharts are from The Arthur Young Guide to 
Personal Financial and Tax Planning, vol. II. New York: Arthur Young & 
Company, 1985. Used with permission.
3-9.40
(5 of 8)
Revised Estate-Distribution Flowchart 
(Husband Predeceases Wife)
3-9.41
(6 of 8)
Current Estate-Distribution Flowchart 
(Wife Predeceases Husband)
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Revised Estate-Distribution Flowchart 
(Wife Predeceases Husband)
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Illustrative Communication to Client
This communication to the client is based on the preceding illustrative work­
papers.
Combined federal estate taxes can be reduced on the estates of you and your 
wife if both wills are revised to include distributions to your heirs other 
than your spouse. The amount of the distribution to the heirs would be the 
amount needed to maximize use of the federal estate tax credit on the return 
of the first spouse to die. That change in the wills would result in —
o A reduction of the estate passed through to the surviving spouse.
o A distribution to heirs other than your spouse free of estate tax.
o A reduction in the federal estate tax on the estate of the second 
spouse to die.
Based on current estate tax rates and the information you gave us about your 
current estate, our calculations indicated that this change would result in an 
overall federal estate tax savings of approximately $250,000 if you die first, 
and approximately $50,000 if your wife dies first. Differences will probably 
exist, however, between those projections and actual results because tax rates, 
the size of your estate, and other factors may change. Those differences may 
be material.
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Unit 3 Appendix
Page
Table 1 Present Value of $1
Table 2 Future Value of $1 Compounded Annually
Table 3 Present Value of an Annuity of $1
Table 4 Future Value of an Annuity of $1
3-App.2
3-App.4
3-App.6
3-App.8
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TECHNICAL HOTLINE
 The AICPA Technical Information Service answers inquiries 
about specific audit, accounting, and financial reporting 
problems, including reporting on personal financial plans.
Call Toll Free
(800) 223-4158 (Except New York) 
(800) 522-5430 (New York Only)
This service is free to AICPA members.
□17105
